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@ International TracTracTors for those 
tough, grubby jobs that require the 
power and sure-footed traction of a 
crawler. International Wheel Tractors for 
fast, heavy hauls. That’s the right combi- 
nation to reduce man-hours, speed the 
work and cut costs in material handling 
and construction. 

Peak performance is assured by Inter- 
national’s advanced design. More of the 
engine horsepower is delivered to draw- 
bar and power shaft because all working 
parts are positively and permanently 
aligned—and because ball bearings are 
used generously in transmissions and 
drive shaft assemblies. 

International’s easy-starting, full Diesel 


An International 
TD -14 and a fleet 
of Internationa! 
ID -9 Tractors 
hurry material 
from gravel pit to 
construction site. 


or carburetor-type engines power these 
tractors. They are designed and built for 
continuous, heavy-duty service—and oper- 
ate smoothly, with plenty of reserve 
power to pull out of the tight spots. 
On the basis of performance, Interna- 
tionals have hung up a record of leader- 
ship in the industrial field. Any Interna- 
tional Industrial Power Distributor can 
substantiate this with performance charts 
and other data which will help you 
choose the right power and equipment 
to speed your work and reduce costs. 


Industrial Power Division 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago 1, lilinois 
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ou'll Get TOP PERFORMANCE 


from 


ARBER CONVERSION BURNERS 


A furnace or boiler primarily designed for burning solid fuel has a 

relatively short “heat travel" in its flues, or heating surfaces, which 

heat the air or water as the case may be. The thoroughness with 

which heat from burning gas can be immediately transmitted to 

these walls of the heating unit, rather than to the stack or chimney, 
determines efficiency and economy in a conversion burner installation. The 
higher the temperature of the flame, and the more direct its application on 
the side walls of the heating appliance (as is the case with Barber Con- 
version Burners) the closer the efficiency and economy of the installation 
parallels that of an original gas-fired heating plant. 





e is now a particularly time- 
sales appeal for any gas burn- 
y appliances, such as Barber 
mversion Burners, ~- which are 

tanding in their record of 
el economy. With its unique 
tented Barber Jets, which pro- 

e an intense 1900° air acti- 
ed flame, Barber is the one 
mversion burner that results in 
actically perfect combustion 

notural, manufactured, Bu- 
ne-Propane or bottled gas. To 

question of efficiency—Bar- 

Burners are the answer! 


No. 324-B Barber Burner 


Barber Conversion Burners are 
available in a complete range of 
types and sizes for all round or 
long furnaces and boilers, and 
all models are easily and properly 
adjustable to grate sizes. Listed 
in A. G. A. Directory of Approved 
Appliances. Write for atalog : 
and Prices on Conversion Burners, Barber Burner 
Appliance Burners and Regulators. 


HE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


SARBER BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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Saves work... 
Saves money 


+ 
UNCONDITIONAL GUARANTEE 


If this Housing ever 
Breaks or Distorts we 
will replace it Free. 


COPR 1937 
THE RIDGE TOOL CO 
ELYRIA, O. 








and have no housing repair expense 





@ Pipe men everywhere pre- 
fer RITAID because of its 
efficient balance, easy-spin- 
ning adjustment nut, quick 
clean-action jaws, its handy 
pipe scale on hook-jaw, its 
powerful comfort-grip 
handle. It saves you work, 
makes it easier. But they like 
also that guaranteed housing 
ending all wrench housing ex- 
pense. It gives you longer 
service, saves you money. 
Sizes 6° to 60’—end pattern 
for pipes in coils, 6° to 36’. 


Ask your Supply House. 


This compound-leverage RIGEID has 
14 times the power of same size 
ordinary pipe wrench. 





* WORK-SAVER PIPE TOOLS * 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S. A. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Pages with 


Attsoucs overshadowed in the press by 
many more sensational news stories, the 
recent action of the executive expenditures 
committee of the House of Representatives, on 
the bill to reorganize the Federal government, 
contained quite a few surprises for that 
anonymous but ubiquitous fellow known as the 
“Washington observer.” (The Washington 
observer, incidentally, seems to be the District 
of Columbia version of the Hollywood “yes” 
man.) 


ANyYway, according to our favorite “reliable 
sources of information,” which can be pur- 
chased on the street daily for a few cents, 
members of the tribe of Washington observers 
who gave the Reorganization Bill any thought 
at all apparently experienced some surprise. 


Surprise No. 1 seemed to be that the com- 
mittee’s report was unanimous. Here is a bill 
which would give the President of the United 
States almost blank-check authority to revise, 
knock down, drag out, and overhaul virtually 
every bureau in Washington except the bare 
constitutional framework of the Cabinet of- 
fices, established by law. We need only hark 


FLOYD FOSTER 


FPC to the contrary, original cost accounting 
is not closed to logical argument. 


(See Pace 481) 
OCT. 11, 1945 


the Editors 


back to the bitter struggle between President 
Truman’s predecessor and Congress, several 
years ago, over a far less sweeping Reorgan- 
ization Bill, to make us wonder just why no 
dissenting voice, Democratic or Republican, 
was raised. 


CouLp it be that Congress is finally becoming 
convinced that the pressures. and counterpres- 
sures, which are generated every time a spe- 
cific suggestion is made to do away with this 
agency or transfer that agency, make the actual 
task of administrative reorganization an im- 
practical one for Congress to do itself? Such 
issues have tended in previous years to 
degenerate into logrolling and horse-trading 
contests reminiscent of the old tariff bill battles. 


* 


ae No. 2 was the fact that this 
unanimous report exempted from the pro- 
posed reorganization authority of the Presi- 
dent only four agencies: the Interstate Com- 
merce Commission, Federal Trade Commis- 
sion, Securities and Exchange Commission, and 
the General Accounting Office. As we recall 
the previous controversial Reorganization Bill 
already mentioned, Congress insisted on ex- 
empting twenty-one so-called “pet” agencies 
from the chief executive’s reorganization 
power. 


Surprise No. 3 brings us to our own special 
field of public utility regulation. Why did the 
House committee exempt only the ICC and 
the SEC from the proposed reorganization 
power of the President and not exempt the 
two other Federal regulatory commissions, 
which affect the operating utility industries so 
profoundly — the Federal Communications 
Commission and the Federal Power Commis- 
sion? 


TRUE, the bill does require that the Presi- 
dent submit separate reorganization plans be- 
fore doing anything about the FCC and three 
other Federal agencies. But even this mild and 
partial exemption does not obtain in the case 
of the FPC. The surprise here consists in the 
fact that whenever former reorganization 
measures came up, Congress insisted upon the 
need for guarding, very jealously, the admin- 
istrative independence of all quasi judicial 
agencies—which would take in all the regula- 
tory commissions without exception. 
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More Power for Mississippi 


Mississippi Power Company installing duplicate Riley Steam 
Generating Unit at Hattiesburg. 





Commonwealth and Southern Corporation has also placed order for a duplicate Riley 

unit for $. Carolina Power Co., Charleston, S. C., and have installed a duplicate Riley 

unit at the Pensacola plant of Gulf Power Co. Riley units are also installed at Peoria, 
iil. and Evansville, Ind. plants. 
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Riley Steam Generating Unit 
Mississippi Power Co., Hattiesburg, Miss. 
230,000 Ibs./hr., 975 Ibs. design pressure. 900° F. Steam Temp. 
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DKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS - FLUE GAS SCRUBBERS 
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8 PAGES WITH THE EDITORS (Continued) 


I" would be idle, of course, to do much spec- 
ulating on'a reorganization pattern which 
has not yet emerged and may not even be in ex- 
istence, and which in turn is based upon a bill 
which has not even passed Congress. But we 
do seem to recall the original Brownlow report 
’way back in 1936 placed these regulatory 
agencies under regular Cabinet departments. 
How would the FPC and the FCC function, 
for example, as subordinate branches of the 
Commerce Department or the Interior De- 
partment? Would regulation of utilities sub- 
ject to the top control of Secretary of Com- 
merce Wallace or Secretary of Interior Ickes 
be any improvement over the prevailing va- 
riety which has developed during recent years ? 
It is certainly a fascinating field for specula- 
tion by students of regulation, and much more 
so perhaps for those who have a definite stake 
in public utility operations. ‘Certainly it is 
something to keep in mind as we watch this 
Reorganization Bill making its way in the 
troubled legislative stream flowing through the 
chambers of Congress. 


* 


& ge of the contributions to the field of reg- 
ulation, which must be credited to the 
FPC as presently organized, is its leadership 
and insistence on establishing original cost ac- 
counting procedure. We don’t know how Sec- 
retary of Commerce Wallace would feel about 
this suggestion if the whole question were sud- 
denly dumped into his lap for reéxamination 
by way of administrative reorganization. But 
we do know that after all these months of hear- 
ings, orders, decisions, and court affirmances, 
there is still considerable dissent to the proposi- 
tion that original cost procedure, as established 
by the FPC, is entirely advantageous or even 
desirable in the public interest or any other 
proper interest involved. 


IN this issue we introduce an article on this 
subject by a new contributor, FLoyp Foster, 
who has been with the valuation department of 
Pacific Gas and Electric Company for over 
twenty-five years. He has taken responsible 
parts in several major valuations and prac- 
tically complete direction in many smaller val- 
uations. He has participated in the prepara- 
tion of textbooks on public utility economics 
and has taught classes on the subject to utility 
personnel. 


> 


NOTHER newcomer to this publication is 
Date Wuite, whose article on the pro- 
posed Missouri Valley Authority begins on 
page 501. Mr. Wuire is by no means, how- 
ever, a newcomer to the writing business gen- 
erally. On the contrary, he is the author of 
many feature articles, most of them about 
Montana, which have appeared in such varied 
publications as. Collier's, Family Circle, Out- 
door Life, and numerous business and trade 
journals. Mr. Wuire, who makes his home in 
Ramsey, Montana, has degrees from the Uni- 
versity of Minnesota and Rollins College in 
Florida. He is a firm believer in free private 
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EUGENE H. MERRILL 


Keeping the telephone calls going through 
was a high-grade war job. 


(See Pace 493) 


enterprise and for that reason has naturally 
become concerned over the question of an 


MVA. 
v 


HE author of the article on the telephone’s 

war job (beginning page 493) is the re- 
tiring chief of the telephone section of the 
WPB Office of War Utilities, which dissolved 
September 30th. He is Eucene H. Merritt, 
who had been with the division since its or- 
ganization in February, 1942, and prior to that 
was with the old power branch of the War 
Production Board. Because of his compara- 
tively long association with WPB, Mr. Mer- 
RILL has come to be well known to telephone 
men having priority business and other mat- 
ters falling under WPB jurisdiction. 


MERRILL was born in Salt Lake City, Utah, 
in June, 1908. His forebears were among the 
original Mormon settlers in the Utah territory. 
He graduated from the University of Utah 
with a BS in engineering in 1932 and for-three 
years thereafter was a field engineer for the 
U. S. Mining Company of Salt Lake City, 
which operates copper, gold, and silver mines 
in the mountain states area. In 1935 MERRILL 
joined the staff of the public service commis- 
sion of Utah, becoming chief engineer of that 
organization. In-1941 he was drafted by 
Julius A. Krug, then chief of the old WPB 
Power Branch, for service in Washington. 


THE next number of this magazine will be 
out October 25th. 
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“za SO/ vou Figured 
o \ WRONG AGAIN, 


iG 


the Printing Calculator 


stops figuring errors! 


Whether you figure ditches or public utility computations, 
the Printing Calculator proves your answers are right! 


Public utilities everywhere say the Printing Calculator reduces 

errors and saves time by simultaneously working, printing, 

and proving their problems—as shown by the simple 
problems on the tape. 


it replaces the ordinary adding machine 
that won’t calculate, and the ordinary 
calculator that can’t print! 


The Printing Calculator is the ONLY ma- 
chine that prints as it divides automatically, 
multiplies, adds and subtracts. 


Phone your Remington Rand office for 
information today, or write to New York 
10, N. Y., for your free booklet TOPS. 
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rT, PNEUMATICALLY OPERATED AUTOMATIC SEQUENTIAL 
SOOT BLOWER AND DESLAGGING SYSTEM 


The system designed to use either STEAM or AIR as the blowing medium 


AIR MOTOR DRIVEN ROTARY SOOT BLOWER UNIT 
WITH MULTI-JET HYVULOY, VULCROM, ALVULOY 
OR PLAIN STEEL ELEMENT AND BEARINGS 


<= VULCROMATIC MODEL LG-3 TYPE E-1 


Use Hy VULoy up to 1900° F, 
VULcrom or AlVULoy up to 1600° F 
and Plain Steel up to 900° F. 
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AIR MOTOR DRIVEN WATER WALL 
DESLAGGERS AND GUN TYPE MASS 
BLOWER UNITS. 


MODEL RW AND MODEL RG=> f= 


12” Nozzle travel eliminates 
the necessity for air cooling 
in high temperature locations. 
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Air motor driven long RETRACTABLE MODEL T-2 


For locations in boilers where the gas temperatures exceed 1900° F. 


Advantages of the WULCAN Pneumatic Soot Blower System 


Use either STEAM or COMPRESSED AIR as the Blowing medium. 

Continuous or intermittent puff blowing—whichever preferred. 

All units driven with air motors—pneumatically controlled. 

Automatic nozzle position indicators for all retractable units. 

Complete automatic remote control from a conveniently located panel. 
Pneumatically operated shut-off valve controlling the blowing medium to the 
system. 

Automatic drainage of the soot blower piping system. 

Automatic recording flow meter to record the steam or air consumption for each 
soot blower unit. ° 
Reduces Labor and Fuel costs. 

Reduces Maintenance and Operating costs. 


VULCAN SOOT BLOWER CORPORATION 


Du Bois, Penna. 
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WILLIAM WITHERS 
Professor of economics, Queens 
College. 
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President, Johns-Manville Cor- 
poration. 


Vircit JORDAN 
President, National Industrial 
Conference Board. 


Harry F. Byrp 


U. S. Senator from Virginia. 


Tuomas E. Dewey 
Governor of New York. 


BERNARD BARUCH 
Financier. 


Ben Hisss 
Editor, The Saturday Evening 
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EprrorrAL STATEMENT 
The Wall Street Journal. 


Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“The practice of going into debt mtist antedate all ;e- 
corded history.” 


© 
“Government officials talk about more jobs, but it is 
more production that we need. Production makes jobs.” 
* 
“Let us in America make a stand for freedom here at 


home, and pay the price. It will be worth whatever it 
costs and this may be our last chance to get it.” 


* 


“The first step in the downfall of France was the 30- 
hour week. America cannot become a nation of drones 
and maintain our future economic stability.” 


> 


“When the day of peace came, we [New Yorkers] were 
ready. In that respect, I believe, we were unique among 
the states, certainly as distinguished from the Federal 
government.” 


¥ 


“Our political and economic system saved the world 


in two wars. 
We can have a prosperity that will startle the world if 
we use half the brains and brawn the good Lord gave 
us; even 473 per cent will make for peace and high living 
standards.” 


* 


“Doing is always easier than waiting—particularly for 
an impetuous people such as we are. That is why the 
coming twelve months may be harder to bear in some 
ways than the war years. But if we don’t temper our 
impetuosity with restraint, we could easily find ourselves 
in a bad spot by the summer of 1946.” 


5 


“One cannot help wondering whether our prominent 


industrialists and bankers have been finally discharged 
from the doghouse of the 1930’s or were merely released 
on parole to push munitions production and sell war 
bonds. We surmise that they have served their sentences, 
with allowance for good behavior.” 


12 





It will save the peace if given a chance, | 


IGURIN 
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The Journal of Commerce. 
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Secretary of the Interior. 
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President, General Electric 
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“Communism in America can have no strength except 
under the stimulus of desperation and hunger. Other- 
wise, it is nothing but a philosophical concept with which 
some people like to play.” 


* 


“State governments can exercise a wholesome infiu- 
ence in safeguarding against monopolies, in encouraging 
decentralization of industry, and in protecting the nat- 
ural resources of America from exploitation.” 


* 


“No discussion of the pros and cons of public and co- 
Operative ownership of businesses is complete that does 
not take into account the consequent heavier tax burden 
that will have to be imposed upon private enterprise.” 


* 


“People want economic freedom to plan and do things. 
The master plan, in other words, is to let the country re- 
convert itself. The country is greater than government or 
industry or management, and people are, on the whole, 
more efficient than any force.” 


a 


“As Chester Bowles, the Price Administrator, put it, 

. the right ‘to drive our cars wherever we please, when 
we please, as much as we please,’ is one that comes pretty 
close to being, so far as Americans are concerned, tanta- 
mount to a Fifth Freedom.” 


5 


“I regret to say that, so far as I can find out, there is” 
no public works program or list of public works worthy 
of the name which would be ready for execution if a7 
depression were to strike us tomorrow, despite our pain=7 
ful experience at the time of the last depression.” 7 


* 


“We believe that individual liberty should be preserved) 


at any price. It is this liberty which, in ‘our time, has | 

provided the great strength of the people of North Amer-— 

ica... . Let us keep it here. In the end it will resume its” 

place | in the rest of the world. It will be the lighthouse” 

in the night.” 
J 


“The Federal government can make ifs greatest contri- 
bution at this time by setting the stage for such a (man-— 
agement-labor) meeting and then letting the principals” 
deal directly. Any legislation that might follow such a 
definite and constructive conference would then have a 
fair chance of acceptance and continued existence, because 
it would represent substantial agreement between busi- 
ness and labor leaders, and not the exaggerated senti- 
ments of a lunatic fringe.” 
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the Switching Equipment 


SPECIALIST 


For over thirty years R&IE has concentrated on the 
business of switchgear manufacturing. The intro- 
duction of R&IE Hi-Pressure Contacts to switching 
equipment has been the most revolutionary and most 
imitated of the major switch developments. R&IE 
is continually searching for refinements, improve- 
ments and other operating advantages. 


Here is shown a production line of 
type HPS, hook operated 
disconnecting switches. 











Type HPS$ DISCONNECTING SWITCHES kev 


button-type Hi-Pressure spot jaw contacts and ring-type Hi-Pressure hinge contacts. 


ILWAY an>D INDUSTRIAL ENGINEERING COMPANY 
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UNSCHEDULED “TEST” 
PROVES STURDINESS 
OF B&W BOILERS 


A\N it wind, in the form of @ railroad acci- 
dent, recently produced spectacular evidence 
of B&W boiler sturdiness, in a “test as con- 
vincing as any ever devised by our own test 
engineers. 

En route to Russia coupled in a freight train, 
the boiler car of a 1000-kw mobile power plant 
was derailed, dragged for a considerable 
distance, and turned on its side clear of the 
tracks. 5 
Instead of being severely damaged as might 
be expected, when returned to the plant for 
inspection the boiler withstood the hydro- 
static test pressure of 625 psi without a leak. 
The furnace absorbed the jolt without damage. 
Neither sidewall tile, baffling, or front wall 
brickwork suffered a crack. Damage was con- 
fined to ash-pans and pipe connections under 
the car. The boiler survived its fall, stood up 
to every test\—was soon on its way to its job 


of supplying steam power to devastated areas 
abroad! 


At your disposal, on any problem involving 
steam generation or heat transfer equipment, 
are the B&W engineers and facilities whose 
products withstand such tests—the same or- 
ganization that, for over 60 years, has led the 
trend in boiler design and workmanship: B&W 
designed and developed the first successful 
water-tube boiler; pioneered in the welding 
of boiler drums and in X-ray inspection of 
welds; has led in the development of high- 
pressure boilers, in conducting research in the 
creep of steel, and in developing improve- 
ments in equipment for producing clean, dry 
steam. B&W introduced the integral water- 
cooled furnace boiler, the Radiant, and Open- 
Pass boilers, and has pioneered in many other 
developments that have set today's boiler 
standards. 





BABCOCE 
+ WILCOX, 
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THE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVE. « CLEVELAND 17, OHIO 
“CLEVELANDS” Save More... Because They Do More 
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Winter Air Here’s a Big Postwar 


V Conditioning 
Market for Electricity 


Vil Burners that You Should be 


Vs tokers Helping to Make Bigger! 





The residential warm air heating industry — and its dealers 
in your territories — expect furnace sales in the immediate post- 


war years at least 70% above prewar levels. 


And every time they sell and install winter air conditioning, 


PAST PERFORMANCE a stoker, or an oil burner, in connection with a furnace job, 
(1941 FIGURES) your domestic load goes up! 


So isn’t it good business to pitch in and help them increase 
your electricity sales? 


STEADY USERS 


ia , 
os macunen If some of your consumer advertising features the health and 


comfort aspects of winter air conditioning, and the convenience 
and fuel-saving of oil-burning or stoker-firing, we feel it will 


be money well spent. 


Our new 84-page book, “The Residential Heating Market,” 
will give your advertising and merchandising departments com- 
plete data on postwar possibilities in the warm air field. One 


WARM AIR FURNACE SALES 


WINTER AIR 
CONDITIONING SALE 


STOKER SALES 


copy mailed with our compliments — write us today! 


OlL BURNER SALES 


517,610 197,690* 175,844* 168,199 
*Conversion Jobs 


KEENEY ar 


Air Condi tioning Hh ar dquarters 


ALSO PUBLISHERS OF HE F ‘ DITIONIN 
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BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 


THE ONE-STEP METHO 


dl . 





F BILL ANALYSIS 











LL but current bill frequency data has been rendered obsolete by the 
marked increase in kilowatt-hour sales. How much of this load will 
you retain? 


Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your post-war rate and pro- 
motional programs. 

The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill _ te st Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detroit Montreal Teronto 
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Availability Record 957 


over Four Year Period 


Foster Wheeler steam generator establishes 
outstanding record during 4 year period for 
The Dow Chemical Company. 





Correct design, accurate shop fabrication and proper instal- 
lation methods are responsible for an outstanding performance. 

A Foster Wheeler, two drum, “D”-type steam generator, placed 
in service by The Dow Chemical Company in 1941 has established 
a 98% availability record over a four year test period. This boiler 
was designed for a maximum load of 150,000 Ib. of steam per 
hour at 425 p.s.i., and final steam temperature of 735 deg. F. 

During the last two years the boiler was cleaned internally 
by the “Dowell” acid method developed by The Dow Chemical 
Company, the success of which is given in an article in the July 


issue of Power Plant Engineering. 


1941 JAN. Fes. mar APRIL may JUNE JULY AUG. SEPT. oct NOV. OEc. 


TURBINED BOILER 


TURBINED BOILER 


ANNUAL 
aciO CLEANED 


OPERATING HOURS 


FOSTER WHEELER CORPORATION + 165 BROADWAY, NEW YORK 6,N. Y. 


FosTtER WHEELER 
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PIPING IN UPPERMOST POSITION 


PIPING IN LOWERMOST POSITION 






































THE 
CONSTANT-SUPPORT 9 HANGER 


WITH GRINNELL CONSTANT-SUPPORT HANGERS, weight transfer stresses are completely eliminated through- 
out the entire range of vertical movement. In operation the lever, turning on the main pivot, balances 
the weight of a vertically shifting load. The change in moment arm with lever rotation is such that 
the product of the moment arm and the spring force is always constant and equal to the weight of the 
piping system. 
EXCLUSIVE FEATURES OF 

GRINNELL CONSTANT-SUPPORT HANGERS 

Constant-support of piping in all “hot” 

and “cold” positions. 

Full safety factor of the supported system 

is always maintained. 

Non-resonant and energy absorbing. 

Mass produced from standard precision 

parts. 

Individually calibrated for each specific 

installation. 

Load adjustment features are incorporated 

into the design. 

3 models meet entire range of load-travel 

specifications. 

The rated capacity of each model varies 
Write for Data with the size of the springs used — the 
Book, “Grinnell 


t-Support 
Hangers.” 
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THE NEW GAR WOOD WINCHES 
ARE ON THE WAY! 


On certain occasions waiting is more than 
justified. For instance, in the near future 
Gar Wood will announce the most radical 
improvements ever made in truck and trac- 
tor winches . . . this time for civilian use 


on countless industrial jobs. 


Created for the vast and exacting military 
requirements these new winches are so 
entirely different . . . and better, they prac- 
tically obsolete all truck and tractor winches 


of prewar vintage. 


The details will be released at the earliest 
date consistent with present reconversion 
plans ... these new and better winches are 


well worth waiting for. 


GAR WOOD INDUSTRIES, INC. 


WINCH AND CRANE DIVISION 


DETROIT 11, MICH WORLD'S LARGEST MANUFACTURER OF TRUCK AND TRAILER EQUIPMENT 
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Engineered for Power Station Needs 


EXIDES are always ready for in- 
stant action. They are engineered 
to meet the varying battery require- 
ments of power station operations. 
Exide makes several types of stor- 
age batteries. These. batteries, 
through proved performance for 
over 50 years in central station 
work, have earned the confidence 
of utility engineers everywhere. 
When you buy an Exide you are 
buying the utmost of storage bat- 


tery dependability, long-life and 
ease of maintenance. 

Whatever your storage battery 
problems may be Exide engineers 
will be glad to help you work 
them out. 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





October 11, 1945 





1945 Mf October 11, 1945 Public Utilities Fortnightly 


IN CONSTRU 
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fee jobs done ‘aaa .. Save man- 
ace, maint and ee cost. One 


‘comipressor- valde or >< Eytider- lighting 
generator ... all engineered to work with the Davey 
Heavy-Duty Truck Power Take-Off —can be mounted on 
your truck locally or at the factory. 


cae 


FOR THE L-O-N-G JOB 
USE THE DAVEY 
AIR-ARISTOCRAT 


Davey portable compressors offer 
uninterrupted service at lower ulti- 
mate cost for the jobs that require 
air for days or weeks. Davey Air 
Aristocrats are built for any type 
construction job, and for maximum 
efficiency in any climate. 
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HYDRAULIC TURBINES 
and 


ACCESSORY EQUIPMENT 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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... their skill is your protection again 
the pitfalls of poorly applied insulatio 


FALLS in insulation application are many 
and costly. Costly in money through wasted 
-costly in operating efficiency through in- 
ate heat control. 

assure proper application of its insulating 
ials, Johns-Manville recommends the engi- 
g skill and expert workmanship of organi- 
$ especially set up for this work. In some 
the groups are Johns-Manville’s own con- 
ion forces. In others, they are J-M Technical 
e Units—contracting companies carefully se- 
i for their integrity and background in this 


field. Each of these organizations is responsivie 
handling all details of an insulation job—a ca 
plete carry-through from planning to applicati 


Through generations of research, Joh 
Manville has developed a line of insulations t 
spans the entire range of industrial temperatu 
and fits every service requirement. 

* * * 
If you have an insulation problem, 
why not call on J-M for the solution? 
Write Johns-Manville, 22 East 40th St., 
New York 16, N. Y. 
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MERCOID 
CONTROLS 
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WAITING FOR 


The only /00% Mercury Switch eguipped controls. 
They assure better control performance and longer control life. 


Industry is now going full speed ahead 
in the process of reconversion, but not 
without its problems, involving labo: re- 
adjustments and certain limitations on 
essential materials that are governed by 
the demands on available supplies. 


Every effort is being made to provide for 


the ever increasing demand for Mercoid 


Controls. 


The cooperation of the trade is solicited 
in making known their probable require- 
ments, thereby facilitating in the pro- 
duction plans to the mutual advantage 
of all concerned. 


THE MERCOID CORPORATION + 4201 W. BELMONT AVENUE - CHICAGO > 41 + ILLINO 


Manufacturers of Automatic Controls for Heating, Air Conditioning and Various Industrial Application 
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Egry Business Systems are contribut- 
ing much to the efficiency of the 
Utility Industry by speeding up the 
making of handwritten and typed 
records. And in addition to speed, 
Egry Business Systems assure more 
accuracy through the elimination of 
mistakes caused by carelessness, 
thoughtlessness and temptation. 
These systems have made it possible 
for users to increase by 50% and 
more the number of records written 
in a day, with less office equipment 
and fewer employees. A practical, 
free demonstration right in your own 
office will prove 68 the time-, 
nous and labor-saving possibili- 
ties of Egry Business Systems are well 
worth your serious consideration. 
Literature is also available and will be 


sent on request. Address Dept. i011. 


4 


7uee 


EGRY BUSINESS SYSTEMS 


EGRY SPEED-FEED may 
be attached to any 
standard typewriter 
in one minute, and 
with Egry Contin- 
uous Forms, practi- 
cally doubles the out- 
put of the operator 
since all her time 
becomes pro- 
ductive. 


EGRY TRU-PAK 
speeds the writing 
of all handwritten 
records. Eliminates 
mistakes and as- 
sures positive con- 
trol over all re- 
corded trans- 
actions. The TRU-PAK is available in several popular 
sizes and employs the exclusive principle, “it’s done in 
the folds,” by which all forms in the set are held in 
perfect alignment and registration. 





EGRY ALLSET FORMS 
are individually 
bound sets, inter- 
leaved with onetime 
carbons for immedi- 
ate use for either 
typed or handwritten 
records. 





EGRY CONTINUOUS 
FORMS enable operators 
to write more forms in 
less time because they 
eliminate interleaving 
and removing loose 
forms and carbons. 





with 
EGRY BUSINESS SYSTEMS 





ae 


Sug 


SD Sea 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





NEW DAY DAWNS IN THE POWER 


WITH THE 


FIELD 





A historic occasion—the first demonstration of the Elliott gas turbine. 

. . « overall efficiency—29 percent (32 of 34 percent anticipated in later 
weight—30 pounds per horsepower (expected to be 20 pounds in 
cubic orea—3% feet per horsepower (probably will be 1 cubic 
. fuel—medium grade fuel oil. Lower grades 


models) . . . 
later models) . . . 
feot or less in later models) . . 
and powdered coal a probability. 


IT’S HERE, NOW — this new prime mover 
that engineers everywhere and large 
builders of heavy equipment have sought 
to develop. It turns fuel into power direct- 
ly, without steam equipment or recipro- 
cating engine design. Elliott Company 
after years of research and experimen- 
tation, marked by characteristically in- 
genious engineering skill, has built and 
operated the first successful gas turbine 
for ship propulsion. The Elliott gas turbine 
plant is in production. 

Further developments to be expected. 
But the tough job is done—there remains 
the task of applying this new Elliott prime 


mover to the various needs of industry and 
transportation. Some of these applica- 
tions in their probable forms, are illus- 
trated below. 


The Elliott Gas Turbine is not a dream of 
future low cost and limitless power . . . It 
is a thoroughly practical development, 
utilizing thermodynamic and physical laws 
with which every engineer is familiar. The 
gas turbine is here, now—Elliott Com- 
pany’s latest and one of its many impor- 
tant contributions to the power industry. 


For further information ask for the 
“Gas Turbine Issue"’ of Powerfax. 


ELLIOTT 


COMPANY 


JEANNETTE, PA. + RIDGWAY, PA. . 
SPRINGFIELD, O. * NEWARK, N. J. 


GAS TURBINE HEADQUARTERS 
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{ Pennsylvania Electric Association, Electical Equipment Committee, will hold meeting, 
Philadelphia, Pa., Oct. 25, 26, 1945. 





q Edison Electric gory Accident Prevention Committee will hold meeting, Baltimore, 
Md., Oct. 25, 26, 1 





4 American Transit Association will hold business meeting and executive session, Chicago, 
Til., Nov. 1, 2, 1945. 





gy jae ag) * soeesias Exchange, Commercial Section, will hold meeting, 
Nor, 1, 2, Bo) 





International Asso. of Elec. Inspectors, West. Sec., starts meeting, Chicago Ill., 1945. 
EEI Transmission and Distribution Committee opens session, Cleveland, Ohio, 1945. 





New England Gas Asso. opens appliance servicing conference, Boston, Mass., 1945. 
American Water Works Association, Southwest Section, starts meeting, 1945. 





Electrochemical Society, Electronics Division, convenes, Philadelphia, Pa., 1945. 





American ting Society convenes for session, New York, N. Y., 1945. 
Missouri Valley Electric Asso. starts fall sales conference, Kansas City, Mo., 1945. 





Pennsylvania Electric Association, Systems Operation Committee, will hold session, 
Harrisburg, Pa., Nov. 8, 9, 1945. 





Gnarions Water Works Association, New Jersey Section, will convene, Atlantic City, 
. J., Nov. 9, 1945. 





American Petroleum Institute will hold convention, Chicago, Ill., Nov. 12-15, ey) 
1945. LS 





International Ages” of Electrical Inspectors, Eastern Section, starts meeting; 
New York, N. 5. 





9 Mid-Southeastern Gas Association will hold meeting, Raleigh, N. C., Nov. 23, 1945. 














American Gas Association starts annual meeting, New York, N. Y., 1945. 
Missouri Valley Electric Association starts accounting conference, Kansas City, Mo., 








Courtesy of The New School 


Industry — Coal 


A mural painting by Thomas Hart Benton 


Elsie Hafner, N. Y. 
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The Newfangled Original Cost 


Accounting 


Procedure 


The author questions its necessity for the regulatory 
process in utility plant acquisitions. 


By FLOYD FOSTER 


Uniform System of Accounts 

for Electric Utilities by the Fed- 
eral Power Commission and substan- 
tially the same system by many state 
commissions, there has been consider- 
able controversy over the procedure 
prescribed therein for the recording 
and subsequent treatment of utility 
plant acquisitions. The objections re- 
late principally to the requirement that 
the detailed plant accounts of the pres- 
ent owner must show the “original 
cost” of the property to the person 
first devoting it to public service, and 
to the provisions for the treatment of 
the difference between cost to the pres- 
ent owner and such “original cost.” 


Su: the adoption of the 1937 


481 


Some views on this subject favor- 
able to the prescribed procedure were 
published in the March, 1945, issues 
of Pusiic UTILities FoRTNIGHTLY 
under the heading of “Advantages of 
Original Cost Classification of Plant.” 
They were written by Asel R. Colbert, 
chief of the accounts and finance de- 
partment of the Wisconsin Public 
Service Commission and chairman of 
the committee on depreciation of the 
National Association of Railroad and 
Utilities Commissioners. His article 
was in reply to a previously published 
article on accounting policies of the 
Federal Power Commission written by 
William A. Paton, a professor of ac- 
counting at the University of Michi- 
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gan, author of several texts on ac- 
counting, and a member of the com- 
mittee of accounting procedure of the 
American Institute of Accountants. 


M®* PaTon’s article analyzed and 
criticized several features of the 

policy of the Federal Power Commis- 
sion and gave major attention to the 
provisions in the uniform system of 
accounts pertaining to utility plant ac- 
quisitions. He reported that after a 
diligent search he had failed to find any 
clear-cut statement that disclosing of 
predecessor cost on the books of the 
present owner serves any accounting 
purpose and he wished to make it clear 
that there is no support in the field of 
established accounting for this novel 
procedure required by the commission. 

The purpose of Mr. Colbert’s arti- 
cle was to explain the provisions of the 
system of accounts requiring pur- 
chased properties to be recorded in the 
detailed plant accounts at “original 
cost” and to show that such classifica- 
tion is in accordance with proper ac- 
counting standards and of substantial 
benefit for administrative, financial, 
and regulatory purposes. 

In my opinion, Mr. Colbert did not 
give adequate consideration to certain 
features of impropriety and unfair- 
ness inherent in the prescribed proce- 
dure and his presentation was an un- 
balanced picture of the relative ad- 
vantages of the “original cost” basis 
of recording utility plant acquisitions 
as compared with the alternative valu- 
ation basis. My views on the subject 
were formulated during twenty-five 
years’ experiences in the valuation of 
properties and related work with a 
California utility and in the prepara- 
tion of texts and teaching classes on 
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the subject of public utility economics 
for its employees’ association. They 
will be expressed under suitable sub- 
headings in the remainder of this 
article. 


Is the “Original Cost” Procedure 
Proper? 


M R. COLBERT’S first point was that 
the prescribed procedure is on a 
cost basis because all of the cost to the 
present owner is recorded either in the 
detailed plant accounts or in Account 
100.5, Utility Plant Acquisition Ad- 
justments. 

In reply, attention is called to the 
fact that costs segregated to Account 
100.5 are immediately subject to amor- 
tization or disposition without regard 
to the life terms or continued existence 
of the assets and cost components so 
classified. Thus, the procedure pro- 
vides for a temporary instead of a per- 
manent basis of cost recording and, for 
that reason, it is not accurate to de- 
scribe it as being on a cost basis. Mr. 
Colbert favors a treatment of the tan- 
gible components of the account which 
would maintain most of those costs in 
the capital according to their continued 
usefulness, but such a treatment is not 
mandatory in the system of accounts. 
His treatment of intangibles would not 
do so and thereby departs from a true 
cost-recording basis. 

What the procedure actually does is 
to record the original transactions by 
which the properties were built up in- 
stead of the current or more recent 
transaction of their acquisition. The 
amounts recorded in the acquisition 
entry, particularly of older units of 
plant, are at values which are no longer 
prevalent and they are stated in terms 
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THE NEWFANGLED ORIGINAL COST ACCOUNTING PROCEDURE 


of a monetary unit that is the same in 
name only. Certainly, no one can suc- 
cessfully contend that the value of our 
currency has been stable throughout 
the lives of existing utility properties. 
Therefore, as applied to units of plant 
constructed when monetary values 
were substantially different, the re- 
statement of original costs cannot ac- 
curately record their acquisition costs 
in terms of the current monetary unit. 


|. (ante to economic principles 
and general business practices, 
the cost and value of purchased prop- 
erty at the time of its acquisition are 
one and the same thing, equaling the 
purchase price. The realistic method 
of recording utility plant acquisitions 
would be one which is in accordance 
with this fact and indicates “value re- 
ceived” in the accounts of the acquir- 
ing utility as long as the plant units or 
assets remain in the utility business. 
The basis for measurement of value 
in such cases is well known: The utility 
can afford to pay what it would cost to 
construct the properties, less allow- 
ances for obsolescence, if any, and 
other forms of depreciation, plus 
something for building up the busi- 
ness, if the undertaking were a suc- 
cessful one. Adjustment of the booked 
purchase price would appear to be 
proper only in cases when the value ex- 


pressed in the transaction was found to 
be unsound by the customary method 
of measurement. 

To a “present valuer” it is interest- 
ing to speculate on the limitation of 
“original cost” to the time when the 
property was first devoted to public 
service. He is liable to wonder, in re- 
gard to a property dating from the 
time of William McKinley, what pos- 
sible use restating the values of that 
time can have as a basis for making 
current economic decisions. 


: penearn there should be thankful- 
ness that it goes back no further. 
Not only would it be necessary to con- 
sider land values when they were 
traded by the Indians; a little imagina- 
tion carries him back to prehistoric, 
prehuman times when the ancestors 
of man were marine animals only. It 
can be demonstrated that all of the 
components of a given utility plant 
were existent at that time in the forms 
of matter and energy, either on the 
earth and sun or perhaps on some fly- 
ing meteors. The problems of valua- 
tion would be simple : Since money was 
then unknown and the mentality of 
our ancestors was too low to compre- 
hend value, the “original cost” of any 
property could be derived from the 
rule that the product of any given 
quantity and zero is always nothing. 


practices, the cost and value of purchased property at the 


q “ACCORDING to economic principles and general business 


time of its acquisition are one and the same thing, equaling 
the purchase price. The realistic method of recording utility 
plant acquisitions would be one which is in accordance with 
this fact and indicates ‘value received’ in the accounts of the 
acquiring utility as long as the plant units or assets remain 


in the utility business.” 
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Mr. Colbert raised the point that if 
intangibles of a development cost na- 
ture were retained in capital, their 
costs must be balanced on the liability 
side by securities and that was consid- 
ered by him to be unwise, perhaps im- 
proper. That viewpoint does not make 
allowance for the fact that in the in- 
ception period of the utility business, 
or almost any business, it is common 
for deficits to be incurred and these 
must be covered by the capital invest- 
ment which, for a corporation, means 
securities. Furthermore, acquisitions 
are frequently made through stock is- 
sues currently valued above par and, 
in such cases, the cost of the acquired 
properties as defined in the classifica- 
tion of accounts is greater than the 
booked value of the securities, and the 
financial position of the utility would 
be strengthened. 


Is the “Original Cost’ Procedure 
Fair? 


ee a utility expands by line ex- 
tensions into undeveloped terri- 
tory, it may capitalize such extensions 
on a current cost basis in the detailed 
plant accounts, but if it expands by ac- 
quisition, frequently with built-up and 
proven business attached, it is not per- 
mitted to do so. Why shouldn’t the 
utility be able to capitalize both types 
of expansion on the same cost basis, 
if proper provision is made for ac- 
crued depreciation ? If there is no valid 
reason, and I can find none, then the 
rule which prevents such capitalization 
is a hindrance to exchanges of utility 
property and may be considered to be 
unjust to utility owners and investors. 
In addition, it may prevent property 
acquisitions that would be beneficial to 
the public and, in such cases, would be 
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detrimental to large blocks of utility 
customers. 

When an exchange of property 
takes place outside the utility industry, 
the purchaser is permitted to record 
the purchased property in capital at its 
current value, but this right is denied 
to the utility owner in case of inter- 
utility exchanges. There seems to be 
an inequality in such treatment which 
amounts to a discrimination against 
utility owners and investors. On what 
principle of justice is this inequality 
based ? 

The latter portion of Mr. Colbert’s 
article described procedures for the de- 
termination and analysis of the utility 
plant acquisition adjustment account 
and the methods of its depreciation, 
amortization, and disposition. He said 
that in Wisconsin it had been found 
to consist to some extent of tangible 
costs such as land, terminable. rights, 
and amounts attributed to increased 
construction costs of depreciable plant, 
but most of it was of an intangible na- 
ture. The tangible components would 
be slated for disposition by amortiza- 
tion over periods varying from ten to 
twenty-five years or about fifteen years 
on the average. The costs of amortiza- 
tion would not be included in utility 
operating income, or, in other words, 
the procedure would reduce the earn- 
ings available to investors but the 
amortizations would not be considered 
in determining the rates for utility 
service. Such amortization was de- 
scribed as a desirable procedure in har- 
mony with the goal of building sound 
financial structures for utilities. 


’ l ‘o one in the utility game, these 
provisions for amortization or 
disposition of costs in the plant ac- 
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Expansion of Utility 


* wh” Soe a utility expands by line extensions into undeveloped ter- 

ritory, it may capitalize such extensions on a current cost 

basis in the detailed plant accounts, but if it expands by acquisition, fre- 

quently with built-up and proven business attached, it is not permitted 
to do so.” 





quisition adjustment account are po- 
tentially the most harmful part of the 
procedure. The classification does not 
distinguish between the treatment to 
be accorded to tangible and intangible 
costs, but Mr. Colbert does and the 
discussion will be confined to his 
method of treating intangibles. He at- 
tempts to justify their amortization 
within limited time periods by saying 
that their lives are not infinite but are 
indefinite, and that the financial sound- 
ness of the utilities will be advanced by 
such amortization. Let us consider the 
nature of these costs and inquire into 
the fairness of such procedure. They 
are stated to be development costs or 
what might be called going value, and 
would seem to be attached to the busi- 
ness which was acquired. If the pay- 
ment for developing the business was 
fair, and the business is held or is kept 
up through subsequent new business 
expenses, there does not appear to be 
a valid reason for extinguishing these 
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costs. The regulatory procedure of set- 
ting rates does not require such ex- 
tinction, even if going value is ex- 
cluded from the rate base (on the basis 
that a rate of earnings suitable for a 
going concern is allowed) ; all that is 
necessary under those conditions is to 
exclude such costs from the rate base. 


’ the investors bought a built-up 
business and paid for a rate of earn- 
ings suitable for a going concern, in 
fairness they should be allowed such a 
rate of earnings as long as they own 
the business and the opportunity for 
profit exists. The proposed procedure 
denies this and would reduce the 
amount of earnings available to in- 
vestors during the amortization peri- 
od. 

This is a penalization of and an in- 
justice to utility owners and investors, 
and another hindrance to utility plant 
acquisitions which might be beneficial 
to the public. 
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How Substantial Are the Advantages 
Claimed for the “Original Cost” 
Procedure? 


M:* CoLsBERT listed ten advantages 

which were attributed to the use 
of the “original cost” procedure, as 
follows : 


1. Most practical for classification 
of prior plant acquisition ; 

2. Advantageous in classification of 
future acquisition ; 

3. Advantageous in 
property records ; 

4. Aids in depreciation calculations 
and analyses ; 

5. Permits more stable statistics; 

6. Better adapted to use of index 
numbers ; 
7. Facilitates allocation of property 
taxes to districts ; 

8. More nearly approximates base 
for income tax depreciation ; 

9. Aids in rate base determination ; 
and 

10. Gives more information to in- 
vestors. 


continuing 


In support of the first two, among 
other things, it was said that classifica- 
tion of plant acquisitions would be less 
costly under the “original cost” basis 
than under alternative methods. 
“Original cost” figures in many in- 
stances would be available in the rec- 
ords of the predecessor company or 
from sworn reports filed with regula- 
tory agencies. Even in cases where the 
ascertainment of “original cost” was 
difficult and expensive, it was thought 
by Mr. Colbert that the studies were 
less costly than under an appraisal pro- 
cedure. 


U NDOUBTEDLY it is true that a con- 
siderable proportion of acquired 
utility properties possessed reliable 
property records and their property 
costs could be reused with perhaps 
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some minor adjustments by the acquir- 
ing utility to record “original costs” on 
its books. However, it should be 
pointed out that in some cases the ac- 
quired utility records, although osten- 
sibly kept according to prevailing ac- 
counts, were unreliable because of seri- 
ous omissions or excess amounts re- 
tained in capital. 

An example of omitted costs is the 
failure to include adequate amounts of 
overhead costs in capital, and a com- 
mon cause of excess capitalization is 
the failure to make adequate retire- 
ments of removed and abandoned fa- 
cilities. The latter type of error is one 
which may be detected but is difficult 
to measure by an audit or accounting 
survey and would not occur under an 
inventory and appraisal process. 

Furthermore, many of the acquired 
utilities owned properties dating back 
to the “unclassified” period before the 
inception of utility commissions and, 
in such cases, the ascertainment of 
“original cost” is a problem which may 
be soluble only by use of the historical 
appraisal process. On the older prop- 
erties, the ascertainment of “original 
cost” is liable to be more difficult and 
expensive than an appraisal on the cur- 
rent cost basis. The latter would be 
based upon prices, wage rates, and 
construction conditions current at the 
time of acquisition, facts which were 
generally known, while “original cost” 
would be based on earlier cost levels 
and construction conditions which, be- 
cause of their greater remoteness, are 
not so well known and are much more 
difficult to obtain. 


HESE considerations lead to the 
conclusion that when reliable 
“original cost” figures are not avail- 
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able they would be more costly to ob- 
tain or, if less expensive, would be less 
reliable than figures derived from an 
appraisal process. Furthermore, if the 
property records of an acquired com- 
pany, or an identifiable part thereof, 
were on a reliable basis and on approxi- 
mately the same price levels as those 
prevailing at the date of acquisition, 
the book cost of the property could 
be used to record the undepreciated 
value just the same as under the “orig- 
inal cost” method. This would not af- 
ford as much information as a priced 
inventory, but it could be resorted to 
if a saving in time and expense were 
desirable. 

Several of the advantages, including 
uses in continuous property records, 
depreciation studies, statistics, and al- 
location of taxes to local districts, are 
based upon the claim that utility plant 
accounts will be on the same basis, or 
more nearly so, under “original cost” 
accounting for plant acquisitions than 
they would be with the acquisitions re- 
corded on an appraisal basis. This 
claim does not seem to be founded on 
facts because, owing to the wide varia- 
tion in cost levels during the life pe- 
riods of present utility properties and 
the diverse conditions of their growth, 
only by chance would “original cost” 
figures for different utilities or areas 
be more nearly on the same basis as 
figures based upon a combination of 
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appraised costs for acquired properties 
with original cost of constructed prop- 
erties. In fact, owing to the latter con- 
taining a greater proportion of more 
or less “‘modernized”’ costs, the chances 
of properties being more nearly on the 
same basis would appear to be better 
than under “original cost” methods. 


|S ymegqeny expense computa- 
tions and conversion of plant 
costs to reproduction cost new basis 
by index numbers admittedly are made 
more difficult by the capitalization of 
acquired properties in the plant ac- 
counts at depreciated reproduction 
cost. However, both of these advan- 
tages can be overcome by the capital- 
ization of acquired properties on the 
reproduction cost new basis and the 
separate recording of accrued depre- 
ciation in the depreciation reserve, a 
possibility mentioned by Mr. Colbert. 
The conversion of plant accounts from 
such a base to later cost levels would 
not present difficulties substantially 
greater than those present under “orig- 
inal cost” procedure. 

The advantage in connection with 
income tax depreciation was claimed 
in connection with the adoption of an 
“original cost” basis of computation 
by Wisconsin tax authorities and the 
possibility that greater recognition of 
such costs could be obtained from the 
Federal Internal Revenue Bureau. Un- 


utility industry, the purchaser ts permitted to record the pur- 


q “WHEN an exchange of property takes place outside the 


chased property in capital at its current value, but this right 
is denied to the utility owner in case of interutility ex- 
changes. There seems to be an inequality in such treatment 
which amounts to a discrimination against utility owners 
and investors.” 





487 


OCT. 11, 1945 











PUBLIC UTILITIES FORTNIGHTLY 


til such recognition is obtained, no im- 
portant advantage has been demon- 
strated except in Wisconsin. 

Under rate base determination and 
information to investors, it was 
claimed that the prescribed procedure 
for recording utility plant acquisitions 
provides for two of the major factors 
bearing on rate base value, original 
cost of construuction and cost to the 
present owner. This claim already has 
been disproved under the discussion of 
the propriety of the procedure, where 
it was shown that part of the cost to 
the present owner is subject to oblit- 
eration without regard to the con- 
tinued existence of the cost elements 
involved, and thus only one of the 
major factors, original cost, is con- 
tinuously preserved. 


M* CoLBERT’s proposals for the 


treatment of tangible costs in 
the acquisition adjustment account 
provide that those ascribed to land are 
to be retired along with the land with 
which they are associated, and those 
comprising a part of depreciable plant 
(excepting acquisitions which were 
not beneficial to customers) are to be 
amortized over the remaining life of 
the plant to which they apply. This is 
substantially what would be done with 
them if they were in the detailed plant 
accounts. The segregation of tangible 
plant into two components, one of 
which is charged to detailed plant ac- 
counts and the other to a special ac- 
count which needs to be treated just as 
if it were in the detailed accounts, ap- 
pears to be an unnecessarily compli- 
cated procedure and a possible source 
of accounting error due to the separa- 
tion of the costs into two parts. 
It would be more advantageous to 
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charge all components of cost ascrib- 
able to tangible items to the detailed 
plant accounts where they could be 
kept until retired and be subject to de- 
preciation or amortization to the ex- 
tent indicated by the nature of the 
items to which they were attached. 


Appraisals As. an Alternative Method 
And Advantages from Their Use 


| a considerable proportion of cases 
the practicable alternative to the 
use of “original cost” for utility plant 
acquisitions, as related by Mr. Colbert, 
is the use of an appraisal method based 
on current values and usually referred 
to as the reproduction cost basis. This 
method has been objectionable to Mr. 
Colbert and others on account of the 
time and expense involved in the 
preparation of appraisals and because 
of the controversies in which valuation 
has been involved in the past. 

My experience does not give me the 
impression that the time and expense 
of a valuation are a serious detriment 
to the use of that method. The time 
required for a valuation of an acquired 
utility property may vary from a few 
days on a small property to perhaps 
one or two years on very large ones. 
The cost, if performed by an efficient 
organization, would be a fraction of 
one per cent of the property cost, which 
should not be prohibitive. The avail- 
ability of an appraisal results in sub- 
stantial economies in subsequent capi- 
tal accounting for retirements and in 
the long run may be considered to be 
an economy. The delay in recording 
the capital may lead to some temporary 
inconvenience in retirement account- 
ing but the retirements may be held up 
if only a short period of time is in- 
volved or can be performed on a tenta- 
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Original Cost Rule 


as is a historical fact that public utility regulation went on for three 
decades or more without the ‘original cost’ rule and was attended 
with reasonably satisfactory results. Recent court decisions have freed 
the regulatory bodies of some of the more confining features of court 
review and given a greater range of finality to commission findings. This 
removes some of the incentives for controversy and possibilities of delay 
and allows the regulatory bodies greater freedom in exploring the func- 
tion of valuation in the regulatory process.” 





tive basis if the length of the periods 
and the necessities of regulation re- 
quire such action. 


HE advantages of a valuation are 

in the details of plant ownership 
which are furnished by the inventory 
and in the subsequent convenience in 
accounting for retirements and prop- 
erty transfers. It is easier to price re- 
tired items from an inventory and ap- 
praisal which list the plant by retir- 
able units than it is from analyses of 
individual job records, particularly for 
properties or accounts on which con- 
tinuing property records are not avail- 
able. There is also a substantial saving 
in the process of looking up dates of 
installation and job references for re- 
tirement purposes, as the retired unit 
need only be identified as acquired from 
a certain company and the time of in- 
stallation and job number of the prede- 
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cessor company are not required. In a 
company with a large number of prede- 
cessors, this reference to original dates 
may become a very burdensome and 
almost impossible process. The avail- 
ability of property inventories is also a 
convenience for statistical and miscel- 
laneous purposes, but those are doubt- 
less of less importance than the advan- 
tages for accounting uses. 

The question of controversy over 
valuation of properties has been fre- 
quently raised in the past and is again 
brought up by Mr. Colbert. It would 
be senseless to deny the existence of 
such controversy, but, on the other 
hand, the means to overcome it are en- 
titled to consideration. From my read- 
ing and observation, it appears that the 
controversies over reproduction cost 
arose principally because of the theo- 
ries and hypotheses involved in its com- 
putation, and that when facts on prices 
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and costs were gathered by a utility and 
checked by a regulatory body (or by 
the reverse procedure), reasonably 
close agreement on such facts usually 
could be obtained. Therefore, if repro- 
duction cost were stripped of its theo- 
ries and hypotheses and applied simply 
as an up-to-date pricing basis for 
properties installed under average or 
normal conditions of growth, the 
chances of agreement would be as 
good as under any other method of 
pricing. This process has already taken 
place to a large extent but, perhaps 
owing to concentration on original 
cost, has not received general recogni- 
tion. 


of Paes importance of the subject dic- 
tates that the type of valuation 
under consideration should be more 
exactly specified. Reproduction cost, if 


such it may be called, would be based 
upon a listing of the property to be 
used and the application thereto of ma- 
terial prices, installation costs, indirect 
and overhead costs, substantially on 
the basis of costs to the acquiring util- 
ity in the vicinity concerned and meth- 
ods of construction in vogue at the 
time of the acquisition. Averages 
would be used to the extent necessary 
to overcome the possible defects of 
“spot” (one-day) pricing. Obsolete 
equipment would be priced with its 
modern equivalents or by its estimated 
cost to manufacture and install if no 
equivalent were available. Demon- 
strable obsolescence, to the extent not 
provided for in the pricing, would be 
a deductible item and could be applied 
either as a part of accrued depreciation 
or as a separate deduction. Accrued 
depreciation would be computed with 
regard to the remaining life or useful- 
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ness of the various depreciable plant 
items as compared with new units and 
on a schedule or basis which, if con- 
tinued, would accrue to the full service 
value during the probable remaining 
service lives of the items. Miscellane- 
ous items and assets would be ap- 
praised at their realizable value and 
classified according to their nature. 

Differences between the purchase 
price of a property and the depreciated 
reproduction cost (plus miscellaneous 
items ), if reasonable in amount, could 
be charged or credited to intangible 
accounts. 


Ts special conditions, there 
might be some variation from 
the foregoing procedure. Very abnor- 
mal times, such as the present, with its 
wartime “freezing” and limitation of 
prices and wages, World War I and 
its aftermath of rapid acceleration in 
price levels, and the early thirties with 
their extremely depressed prices, 
would call for a consideration of the 
soundness and equity of their price 
levels in the determination of valua- 
tion. Some utility acquisitions may 
have been made at costs substantially 
less than depreciated reproduction cost 
and, unless the cause was temporary, 
capitalization on the appraised basis 
might be questionable; in such a case 
it would be necessary to examine the 
acquired plant for evidence of unwise 
or premature investment and to take 
action according to the disclosed cir- 
cumstances. 

If utility acquisitions could be re- 
corded by such a valuation process, the 
plant entries would be on an up-to-date 
basis solidly and continuously founded 
on actual costs. Future utility trans- 
fers could be made and would be recog- 
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nized on the basis of actual value, an 
attainment considered desirable for the 
orderly development of the industry. 
Past transfers which, to a large extent, 
have taken place on that basis would 
be validated instead of disavowed, 
which is the practical effect of a policy 
of arbitrary amortization and disposi- 
tion. The actions of regulatory au- 
thorities permitting such transfers and 
authorizing security issues for that 
purpose were doubtless made in good 
faith and with the best exercise of 
judgment, and were accepted by util- 
ity management and investors in the 
same spirit. 


I’ that is so, the actions should be 
ratified by permitting recognition 
of value in the plant accounts unless 
there is good reason to impugn the 
faith or challenge the judgment of the 
men responsible for those actions. On 
the other hand, if some acquisitions 
were made at excessive costs, that fact 
could be ascertained through the valu- 
ation process anda sound basis for 
the adjustment of capital costs would 
be available. 

Moreover, use of the valuation 
process would have permitted setting 
up appropriate depreciation reserves 
on that portion of utility plant repre- 
sented by utility acquisitions, an action 
which the regulatory bodies apparent- 
ly did not feel free to take while using 
the “original cost” basis. The attain- 
ment of adequate reserves is consid- 
ered to be a desirable objective, but that 
goal has been made more distant by ad- 
herence to “original cost” procedure. 

If aman from Mars should visit our 
planet, he might wonder about the re- 
luctance of the regulatory commissions 
to use valuation methods in recording 
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the results of utility property trans- 
fers. Here is a type of transaction for 
which, if it were in the portion of our 
economy outside of their regulation, 
the use of valuation would be a con- 
ventional method. Here are a number 
of public bodies especially created and 
staffed to perform valuation as one of 
their powers and duties in the regula- 
tory process. This situation provides in 
the public utility field an opportunity 
not present in other industries by 
which the values in property exchanges 
can be checked and validated for the 
purposes of investors and the public by 
bodies especially trained and financial- 
ly disinterested. By performing this 
function, they could facilitate the fi- 
nancial soundness and orderly growth 
of the utilities and, at the same time, 
protect the interests of investors and 
the public. Why don’t they do it? You 
answer the man from Mars; I don’t 
know. 


Is the “Original Cost” Procedure 
Necessary? 


HE principal result of the proce- 

dure, so far, has been to throw a 
cloud of doubt over that portion of the 
utility investment in the plant acquisi- 
tion adjustment account. The courts 
have upheld the right of the regula- 
tory bodies to make such a classifica- 
tion but, as I understand the situa- 
tion, the right to make the utilities 
amortize this investment is not finally 
adjudicated. This may lead to a stale- 
mate in the process of public utility 
regulation. Obviously, the situation 
will not be helpful to the utilities. The 
question may be fairly raised; Will it 
do the regulatory process any good? 
The accounting profession has shown 
signs of disquietude in regard to these 
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provisions. Perhaps the investors will 
be next and will want to know if the 
regulatory authorities refuse to recog- 
nize the fair values involved in legiti- 
mate transactions which they them- 
selves permit. 

Possibly the regulatory bodies could 
perform a more valuable service to 
both the utilities and the public by 
passing on the actual worth in such 
transactions than by adhering to the 
partly obsolete figures of “original 
cost.” 

Such a point of view would be 
more in line with their past policies of 
reliance on judgment while the present 
procedure has a fixedness that bears an 
analogy to the bureaucratic approach. 
It should be borne in mind that by all 
signposts we are moving into a post- 
war period which will be characterized 
by price levels higher than prewar and 
when the “original costs” in utility 
plant accounts will be on obsolete price 
levels to a greater extent than for 
many years in the past. 


HE foregoing discussion has 

brought out that the prescribed 
procedure in connection with utility 
plant acquisitions is not in fact ac- 
counting on a-cost basis; that of the 
advantages claimed for the procedure, 
some are obtainable under limited cir- 
cumstances, others are unimportant or 
can be overcome by simple provisions, 


and still others actually do not exist or, 
in some circumstances, are actually dis- 
advantages ; also that the enforcement 
of the procedure is unfair and unjust 
to utility owners and investors and a 
hindrance to utility plant acquisitions 
which, if they could transpire, would 
be beneficial to the public. It is leading 
to further controversy and possibly to 
an impasse in the process of regulation 
which may be harmful to both the utili- 
ties and the regulatory process. 

It is a historical fact that public util- 
ity regulation went on for three dec- 
ades-or more without the “original 
cost” rule and was attended with rea- 
sonably satisfactory results. Recent 
court decisions have freed the regula- 
tory bodies of some of the more con- 
fining features of court review and 
given a greater range of finality to 
commission findings. This removes 
some of the incentives for controversy 
and possibilities of delay and allows 
the regulatory bodies greater freedom 
in exploring the function of valuation 
in the regulatory process. These facts, 
taken into consideration with the ques- 
tions of propriety and justice raised in 
regard to “original cost” accounting, 
suggest that the time may be appro- 
priate to reconsider the procedure. Is 
it out of order to ask if “original cost” 
accounting for utility plant acquisi- 
tions is necessary for the regulatory 
process ? 





Power Company Aids Electrical Research 


penx H. NeEety, president of the board of trustees of the Georgia 
Tech Alumni Foundation, Inc., recently announced a gi/t of $100,- 
000 from the Georgia Power Company. The fund will be used largely 
to buy equipment to further electrical research at the school. 

The gift was accompanied by a letter from Preston Arkwright, chair- 


man of the board of the Georgia Power Company. 


He expressed the 


interest of his company in education “as an effective means of raising 
the economic and social level of the state.” 
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“% Pe y 
The Telephone Companies Did 
Their War Job Well 


The execution of Utilities Order U-z2 is a story of 

sweat and worry but, declares the author, what was 

done is an example of efficient government service 

and of outstanding industry cooperation with gov- 
ernment. 


By EUGENE H. MERRILL 


ECENTLY, somewhere in the 
R United States, an applicant 
who could not immediately ob- 
tain telephone service became No. 2,- 
300,000 on the national waiting list. 
In the wee hours of the morning one 
day during the latter part of February, 
1942—after many hours of labor—an 
original recommendation was com- 
pleted for a WPB order to limit opera- 
tions in the interest of conserving 
scarce and critical materials needed for 
the war effort. No one foresaw at that 
time that the child born that early 
morning—Order U-2 (originally L- 
50)—issued by WPB on March 2, 
1942—-would in a relatively short time 
become the national granddaddy direct- 
ing the rationing of telephone service 
to waiting millions. 
As the war emergency continued, 
Order U-2 was amended from time to 
time, but during 1942 the major ob- 
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jective of the amendments issued con- 
tinued to be to limit the use of scarce 
and critical materials by the telephone 
industry to the minimum amounts 
needed to provide adequate telephone 
service for the requirements of the 
armed forces, war production, and 
other essential government and civil- 
ian activities. Restrictions were 
placed on construction involving ex- 
change central office equipment and 
exchange outside plant. Actually, the 
installation of those classes of plant 
was practically stopped except where 
necessary to provide service required 
for direct war and related activities. 
Contemplated conversions of manual 
exchange central office equipment to 
dial operation were among the “mor- 
talities” of the restrictions in the 
order. 

A story of sweat and worry lies be- 
hind the furnishing by the telephone 
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companies of “service required for 
direct war and related activities.” 
Many Army camps, ammunition and 
other war plants, and similar establish- 
ments were located in sparsely settled 
areas where little or no telephone plant 
had ever been needed. These required 
complete new pole lines, etc., as well as 
office planning, before facilities could 
be installed. In addition, the telephone 
companies were confronted with the 
nearly insurmountable obstacles to the 
installation of facilities in time so that 
lack of telephone service would not de- 
lay the construction and operation of 
war establishments. However, the 
record shows that the telephone com- 
panies did the job. Not a single in- 
stance is known where lack of mini- 
mum essential local or long-distance 
telephone service held up construction 
or operation of war plants or Army or 
Navy establishments. 


ane telephone industry has long 
taken pride in providing the finest 
quality of telephone service possible. 
Many telephone men, particularly 
traffic men (chief guardians of good 
service), became heartbroken when it 
became necessary to establish a “war- 
time” or lower grade of service than 
had been furnished. Following this de- 
cision, the telephone plant was en- 
gineered and installed on the basis 
that, on the average, a local or long- 
distance call would encounter a “busy” 
condition more frequently than under 
normal engineering and operating 
practices. The “wartime” grade of 
service was established after consulta- 
tion between government and indus- 
try representatives. 

Many telephone men received an- 
other severe jolt when it was found 


necessary to lower the quality of long- 
distance service by ‘requiring the in- 
stallation of “EB” or emergency car- 
rier systems wherever practicable, in- 
stead of the usual wider-band systems. 
The manufacture and installation of 
the equipment for these systems in- 
volved a smaller expenditure of critical 
material, manufacturing effort, and 
man power. Their installation per- 
mitted the splitting of a normal long- 
distance carrier telephone system into 
two systems—more than doubling the 
number of messages that could be car- 
ried, although with somewhat poorer 
quality of transmission. These and 
other emergency procedures which 
were adopted resulted in reducing the 
amount of plant that would have 
otherwise been required to meet the 
wartime demands for service. 


H”’ well these measures succeeded 
in reducing the use of scarce and 
critical materials by the telephone in- 
dustry is illustrated in Chart I. Only 
one-half pound of new copper per tele- 
phone in service was withdrawn from 
the national stockpile in 1943 com- 
pared with 15.6 pounds in 1929, 1.2 
pounds in 1933, and 8.1 pounds in 
1941. Of course, during this period 
much of the margin of plant the tele- 
phone industry normally provides to 
meet growth requirements was used. 
The reduction in use of new copper 
in 1943 to approximately half of that 
in the depression year of 1933 was ac- 
complished in spite of the unprecedent- 
ed demands for service during the war 
years. One example of such demand 
was the increase in number of long- 
distance telephone conversations car- 
ried over most of the important toll 
routes of the country in August, 1945, 
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CHART I 


e 


of over 2% times the number carried in 
January, 1941. In addition to the in- 
crease in number of conversations, the 
average length of conversation in- 
creased about 20 per cent and the aver- 
age length of haul incréased about 50 
per cent. 

Now—as to the rationing of tele- 
phone service to the local subscriber 
or of specifying who gets service 
ahead of whom. By January 1, 1944, 
about one-third of the telephone offices 
in the United States that rendered 
service to 1,000 or more main tele- 
phones were operating at capacity. 
Most companies had used up their 
stocks of telephone instruments (the 
manufacture of instruments for tele- 
phone companies was practically 


stopped by WPB in November, 1942) 
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and had none available for new instal- 
lations except those recovered from 
disconnections. At that time there 
were about 800,000 “held applica- 
tions” for main telephone service. 
That is, there were 800,000 applica- 
tions that could not be provided with 
service due to lack of facilities. De- 
spite the nation-wide advertising to de- 
ter the use of facilities, the demand for 
service continued to’ increase. The 
growth in “held applications” for 
main service from July, 1943, to 
August, 1945, is shown by months in 
Chart II (page 496). 


© exee U-2 was of prime impor- 
tance in this situation since it 
established categories to be given 
preference by the telephone com- 
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panies when the total applications for 
service were in excess of their ability to 
connect. However, under Order U-2 
the telephone companies were able to 
furnish service to most of those need- 
ing it because of war or other require- 
ments, or because of an unreasonable 
hardship in being without service, 
without specific action being required 
by the WPB. 

The categories of preference includ- 
ed: Schedule A—service to the extent 
required for proper discharge of 
duties in direct defense, public health, 


e 


welfare, and security; change of ad- 
dress of business and of residence 
service; veteran’s business service; 
business service; Schedule B—service 
required because of serious illness; 
Schedule C—service for a veteran or 
serviceman’s family under certain cir- 
cumstances, and service required im- 
mediately for the protection of life. 
Perhaps the most far-reaching de- 
cision made in the administration of 
the rationing features of Order U-2 
involved placing the responsibility on 
the telephone companies to make the 


Chart II 


TOTAL HELD APPLICATIONS FOR TELEPHONE SERVICE 
MAIN LINE SERVICE, PBX TRUNKS AND AUXILARY LINES 
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decision in the first instance as to 
whether or not applicants qualified for 
Schedule A service or one of the other 
categories of preference specified in 
the order. Thus, in a measure, the 
telephone companies became the field 
agents for the WPB. There were alter- 
native plans such as: placing of gov- 
ernment representatives in all tele- 
phone company business offices or the 
preparation by the telephone com- 
panies of written requests on behalf 
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of all applicants for service for sub- 
mission to regional or local govern- 
mental offices. 


6 ew decisions made by the tele- 
phone companies in any or all 
cases were subject to review by the 
WPB. When the telephone company 
did not consider that the facts justified 
it in giving any application preference 
or immediate service, at the request of 
the applicant or under certain other 
OCT, 11, 1945 
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circumstances, it submitted all avail- 
able information relating to the mat- 
ter to the WPB for final determina- 
tion. Many of such submissions or ap- 
peals involved classes of essentiality 
or hardship that were not specified in 
the categories in the order; hence re- 
quired specific WPB action. 

When the WPB took favorable ac- 
tion on an appeal it did not, of course, 
result in the creation of additional tele- 
phone plant. It was simply a directive 
to the telephone company to take the 
particular application “out of line” and 
move it ahead of others waiting for 
service. 

The telephone companies were re- 
quired to keep records of the facts in- 
volved in each application to which 
they accorded preference. These rec- 
ords were “spot checked” from time to 
time by WPB representatives. The 
judgment of those who made the de- 
cision to place responsibility with the 
telephone companies in administering 
the order was fully confirmed from 
a review of the companies’ records, as 
well as by other factors. 

The number of appeals that were 
submitted to the WPB by the tele- 
phone companies on behalf of various 
of their prospective subscribers, as 
well as those few that were submitted 
directly to WPB by the applicant dur- 
ing the July, 1943-August, 1945, pe- 
riod, are shown in Chart III, (page 
497). The increase from about 2,000 
in July, 1943, to nearly 13,000 in June, 
1944, reflected the “tightening” tele- 
phone situation. The drop in appeals in 
July and August, 1944, as well as in 
certain other months resulted from 
amendments to the order that provided 
that the telephone companies make the 
first determination in a larger number 
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of cases or resulted from modifying re- 
strictions in the order. In 1944 about 
65,000 U-2 appeals were processed by 
the WPB. 


HE determination of the action to 

be taken by the WPB on the U-2 
appeals, together with all related cor- 
respondence, was done with a maxi- 
muin of seven persons and is presently 
being accomplished by two. Carefully 
prepared forms for submission of ap- 
peals and disposing of much of the 
routine work involved were developed. 
These aided materially in the expedi- 
tious handling of the appeals—most of 
which were officially acted on by WPB 
within twenty-four hours of their be- 
ing received. Also, every effort was 
made to keep the provisions of Order 
U-2 clear and concise, which facilitated 
its administration, both by govern- 
ment personnel and telephone business 
office and other company representa- 
tives. 

The original denial action on ap- 
peals submitted to the WPB was made 
by the administrator of the order. A 
denial on reappeals was by the divi- 
sion director. The final denial action 
on U-2 appeals was exercised by the 
director of the Office of War Utilities 
unless, at his discretion, it was referred 
to the WPB Appeals Board. Very few 
appeals required this final action. 

Contrary to the policy followed in 
many instances by government agen- 
cies, the processing of U-2 appeals was 
all done in Washington rather than in 
the WPB field offices or locally by the 
OPA ration boards. Most of the ap- 
peals were filed by Bell system operat- 
ing companies. They had teletype- 
writer service available so that facts 
could be submitted to the WPB with- 
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‘ Membership of the 
Telephone Operations Industry Advisory Committee 


R. V. Acuata,! General Manager, Southern Indiana Telephone Company 
J. H. Acre, Vice President and General Manager, Lincoln Telephone & 








Telegraph Company 


J. P. Boytan, President, Rochester Telephone Corporation 
Harotp V. Boze, President, General Telephone Corporation 
J. G. Brapsury,? Vice President, Southern Bell Telephone & Telegraph 


Company 


Oscar Burton, Vice President, Gulf States Telephone Company 
V. E. Cuaney,’ Theodore Gary & Company 
T. N. Lacy, Vice President and General Manager, Michigan Bell Telephone 


Company 


KeitH S. McHucu, Vice President, American Telephone and Telegraph 


Company 


H. H. Nance, Engineer, Long Lines Department, American Telephone and 


Telegraph Company 


R. A, Puiurps, Vice President, Central Electric & Telephone Company 
J. R. Porter, Chairman, Board of Directors, Carolina Telephone & Tele- 


graph Company 


J. B. Rees,* Assistant Vice President, American Telephone and Telegraph 


Company 





1Succeeded Lloyd Wright, Jamestown Telephone Company, resigned 


August 15, 1944. 


2 Succeeded H. S. Dumas, Southern Bell Telephone & Telegraph Com- 


pany, resigned February 15, 1944. 


8 Succeeded E. C. Blomeyer, Theodore Gary & Company, resigned May 29, 


1945 


4Succeeded B. T. Miller, New England Telephone & Telegraph Com- 


pany, resigned December 8, 1942. 





out delay, in cases of emergency and 
when immediate action was required. 
There were several advantages to cen- 
tralizing the processing of appeals in 
Washington: maximum economy to 
both the government and the telephone 
industry; gathering of information 
for making changes in the order; and 
uniform action on the appeals. 
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ep ecaeomannigeate of interested 
government agencies, as well as 
those from representatives of the tele- 
phone companies, were given consid- 
eration in making amendments to Or- 
der U-2. No changes were made, how- 
ever, without first reviewing them with 
the Telephone Operations Industry 
Advisory Committee. This was one of 
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the industry committees created by the 
WPB to facilitate the solution of prob- 
lems confronting the board. Its mem- 
bership’ consisted of operating officials 
of certain bell system and independ- 
ent companies. The committee mem- 
bers served without compensation 
from the government. Expenses in- 
curred in attending committee meet- 
ings, which were always held in Wash- 
ington, were not paid by the govern- 
ment. The counsel and advice of this 
committee were of inestimable value. 
The public appears to have fully 
accepted the categories of preference 
for service specified in Order U-2. 
There was considerable uneasiness 
prior to the inclusion of Schedule B, a 
category to accord preference in seri- 
ous illness cases, since it was feared 
by some that Schedule B might become 
a device for the unscrupulous to obtain 
telephone service. Experience, how- 
ever, has proven that the inclusion of 
this schedule in the order was fully 
justified. A high degree of codperation 
between the companies’ representa- 
tives and members of the medical pro- 
fession was a major factor in insuring 
that only those cases meeting Sched- 
ule B preference were accorded it. 


A might be expected, some appli- 
cants who were unsuccessful in 
obtaining the immediate installation of 
service were exceedingly persistent in 
pressing their cases. Many requests 
for assistance were to the President, 
members of Congress, and other gov- 
ernment officials. A number of resi- 
dents of Washington and vicinity were 
requested by friends or acquaintances 
in some far-removed town or city to 





1See page 499. 
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intercede before the WPB in their be- 
half. Long-distance telephone calls 
were received by WPB officials from 
persons in different parts of the coun- 
try seeking preference in obtaining 
service. Perhaps the most costly con- 
tact with WPB for an applicant was 
the northern Pennsylvania business- 
man who flew a private airplane to 
Washington to plead personally his 
case for a residence telephone. And 
then there was the Detroit business 
executive whose long-distance. tele- 
phone calls, first from Detroit and 
later from Florida, must have ap- 
proached three figures, in his efforts to 
get residence service while vacationing 
in Miami. One of the larger corre- 
spondence files attached to an appeal 
involves the San Francisco lawyer who 
apparently did not miss a state or con- 
gressional figure of importance from 
his area in seeking to be moved ahead 
of others in getting a telephone in- 
stalled in his home. All in all, however, 
the public, members of Congress, 
regulatory agencies, and others have 
been most codperative in the problems 
incident to “rationing” telephone serv- 
ice. Complaints were much less than 
expected and public service commis- 
sion and court cases have been few. 


O Nn September 30, 1945, when the 

OWU in the WPB passed out of 
existence, its records were left in the 
WPB files. A part of those records 
contains a detailed account of the ra- 
tioning of telephone service under Or- 
der U-2. To one who may review them 
will come the conclusion that the ad- 
ministration of Order U-2 is an ex- 
ample of efficient government service 
and of outstanding industry codpera- 
tion with government. 
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Some Fears of Opponents of 
The Projected MVA 


Among other things, it would, declares the author, 
make a foreign-inspired substitute instead of a demo- 
cratic procedure form the pattern for the future con- 
trol of every drainage basin in the United States. 


By DALE WHITE 


hullabaloo about a Missouri Val- 

ley Authority. It is a matter of na- 
tional concern, because if this act is ap- 
proved by Congress it will form the 
basic pattern from which carbon copies 
for every major drainage basin in the 
country will be traced. 

On the surface, the fight seems to be 
navigationists versus reclamationists. 
These two antagonists are lined up on 
a regional or political basis. They are 
determined to force some sort of de- 
cision on the pending legislation. Re- 
gardless of their differences, they 
agree on one point: Something must 
be done about the Missouri river. The 
potentialities and resources of this vast 
drainage basin comprising one-sixth 
of our nation have barely been 
scratched. And they will remain unde- 


[:: not just a regional fight—this 
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veloped until one of the two proposals 
now being considered finds approval. 

Actually, the controversy goes 
much deeper than purely regional or 
political alignments, bringing into the 
fight a third group who oppose or 
favor an MVA on a different basis— 
that of the method by which this de- 
velopment and control is to be accom- 
plished. Is it to be carried out by al- 
ready established democratic proce- 
dures which would use existing gov- 
ernment agencies long familiar with 
and experienced in the particular Mis- 
souri valley problem, or by socialistic 
or totalitarian methods which would 
pyramid these agencies and make them 
purely advisory subsidiaries of a gov- 
ernment corporation set up as an all- 
over authority with practically un- 
limited powers and governmental im- 
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munity from responsibility for its acts ? 

Very little of the publicity released 
tends to enlighten the people as to the 
actual contents of the bill. The purely 
regional arguments—the fight between 
the upper-river and lower-river states 
—have all but drowned out the vitally 
important issue as to whether or not a 
precedent should be set to create this 
type of authority which discounts the 
present union of sovereign states in 
favor of an authority-controlled con- 
glomeration of Federal provinces. 

For a change, why not let the act 
speak for itself ? 


e tw authority is created principal- 
ly to provide for flood control, 
navigation, reclamation, and irriga- 
tion in the Missouri river watershed. 

The authority itself is set up as a 
government corporation controlled by 
a board of three directors appointed by 
the President with the consent of the 
Senate. This board is authorized to 
ignore the provisions of the Federal 
civil service system in hiring and firing 
as many managers, employees, attor- 
neys, and consultants as needed. The 
potentialities for the creation of a vast 
political patronage are obvious. 

The corporation (in the bill the au- 
thority is referred to as the corpora- 
tion) is given two years to prepare a 
plan for the unified control and utiliza- 
tion of the waters of the Missouri 
river, its tributaries, and streams lead- 
ing into tributaries. If this plan is not 
affirmatively disapproved by both 
branches of Congress four legislative 
months after being presented, it auto- 
matically becomes a law. 

Nine residents of the area of the 
authority, representing agriculture, 
commerce, and labor, and appointed by 


the President, as well as the heads of 
several government departments and 
agencies, form a committee which may 
act in an advisory or consultative ca- 
pacity on such matters of broad policy 
as the board of directors may refer to 
it. The advisory committee is given no 
power and no check on the 3-man 
board which, in turn, is not obligated 
to accept or act on its suggestions. 


Bias powers of the corporation are 
tremendous and far-reaching in 
scope. The right is given to acquire by 
purchase, lease, condemnation, or do- 
nation such real or personal property 
necessary or appropriate in carrying 
out the purposes of the corporation. 
Without limitation, this may include 
property for dams, transmission lines, 
power houses, irrigation canals, pipe 
lines, levees, and other facilities useful 
for flood control, navigation, reclama- 
tion, and irrigation at any point along 
the Missouri river, its tributaries and 
watershed. 

There can be no opposition to ac- 
quiring property since the corporation 
exercises the power of eminent domain 
and may condemn any land or right 
of way or other interests which it 
wants. The property so handled is 
evaluated by a board of three commis- 
sioners who may not be residents of 
the locality. 

Another serious departure from our 
established’ procedure is that the dis- 
trict courts of the United States shall 
have original jurisdiction over state 
courts in any proceeding brought by 
or against the corporation. 

Once the real estate is in the con- 
trol of the corporation, it may acquire 
and construct, operate and maintain 
dams, levees, fishways, conduits, 
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power houses, steam-generating plants, 
transmission lines, canals, roads, 
wharves, and recreation facilities in 
addition to the facilities for the storage 
and transportation of water, the gen- 
eration and transmission of electricity, 
while controlling the manner in which 
the land and the water may be used. 


A if this were not all-inclusive, there 
is also added the right to advise 
and codperate in the readjustment of 
the population displaced by the con- 
struction of dams and the acquisition 
of rights of way. 

Advocates of the act have made 
much of the fact that nothing in it 
tends to interfere with the vested 
rights of any individual or state with 
regard to the distribution of water 
used in irrigation. This is a particu- 
larly sore spot in the controversy be- 
cause the upper-river states have built 
their agricultural, livestock, and min- 
ing economy on a basis of water rights. 
During a period of many years they 
have evolved certain legislation guar- 
anteeing these rights and those of in- 
dividuals to use the water originating 
within or flowing through their bound- 
aries. 

On the surface it looks as if the cor- 
poration will interfere in no way with 
these established rights. What the 


SOME FEARS OF OPPONENTS OF THE PROJECTED MVA 


friends of MVA fail to add is a sig- 
nificant clause that contradicts their 
benevolent claim. The corporation is 
not to interfere, provided nothing shall 
limit the authority of the corporation 
in carrying out its unlimited powers 
and multiplex projects. 

Existing state and government 
agencies that dip their fingers into any 
stream or river within the Missouri 
watershed are to be brought under the 
control of the authority and their proj- 
ects assumed. Since the authority’s 
powers are so all-inclusive this will 
tend to make subservient such agen- 
cies as soil and wild-life conservation, 
forest and mineral resources, the Bu- 
reau of Reclamation, and parks and 
recreation agencies. Everything that 
has the remotest relation to water, 
power, soil, and forest resources, agri- 
culture, minerals, electrification, irri- 
gation, and navigation is to be brought 
under the control of three men respon- 
sible only to the President. 


ae corporation is given a stran- 
glehold on the sale and distribu- 
tion of water and power. Having ac- 
quired all the property and appurte- 
nant facilities for the manufacture and 
distribution of these two most impor- 
tant factors in midwestern and west- 
ern economy, the corporation becomes 


e 


poration controlled by a board of three directors appointed 


q “THE authority [MV A] itself is set up as a government cor- 


by the President with the consent of the Senate. This board 
is authorized to ignore the provisions of the Federal civil 
service system in hiring and firing as many managers, em- 
ployees, attorneys, and consultants as needed. The poten- 
tialities for the creation of a vast political patronage are 


obvious.” 
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the owner of the water and electric 
energy and can sell either or both back 
to individuals, districts, or states at 
rates and conditions for release set by 
the corporation. Net proceeds from 
such sales go to the United States 
Treasury with no percentage to the 
states whose waters make such sales 
possible. The act also exempts the cor- 
poration, its property, and its private 
business ventures from taxation with 
the exception of a 5 per cent payment 
in lieu of state taxes on gross receipts 
from the sale of electricity. 

Since the corporation may enter into 
any private business it deems advis- 
able, it is not too biased to assume that 
the MVA will follow the pattern of the 
TVA in this matter. Although the 
TVA is much more limited in scope 
than this proposed super sovereignty 
for the Missouri watershed, TVA has 
found it advisable to branch out into 
the operation of drug and grocery 
stores, socialized medicine, operating 
schools, manufacturing lumber and 
fertilizer, processing fish, operating 
farms, loaning money, renting houses, 
readjusting families, and doing engi- 
neering work outside the Tennessee 
valley. 


O PPOSITION to the terms set by the 
corporation for the sale and dis- 
tribution of water and electricity is 
nullified by the corporation reserving 
the right to withhold either or both 
from those who do not comply with the 
terms or oppose the price. The cor- 
poration operates in direct competition 
with private and municipal utility lines. 
By withholding or prohibiting the 
means by which these utilities stay in 
business, it can force them out of ex- 
istence unless they come under the 
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benevolent wing of the 3-man board 
and operate under a set of rules and 
rates agreed on by the board. 

Government lands to be benefited by 
authority-controlled water are to be 
divided into units of 160 acres or less, 
the so-called family-type farm. These 
units will be offered for sale to the 
public at a price set by the corporation. 

The twilight of the upper-basin 
farms or ranches will come fast if this 
act is approved, since the authority can 
withhold water from those owning or 
controlling in excess of 160 acres of 
irrigable land unless the owner agrees 
to sell the excess lands at a price set by 
the corporation and within a given 
time. It may also invade those private- 
ly owned lands which are dependent 
on the application of this water and 
have the right to improve and develop 
these lands by soil improvement 
methods and the construction of farm 
buildings. 

The owner or operator is stuck for 
the cost of these improvements at rates 
and on time payments set by the 3-man 
board. Those who do not comply get 
no water. 


Wm does this all add up to? 
The absolute control of almost 
every phase of activity that can even 
be related to the all-inclusive powers 
and projects of the corporation. Pri- 
vate enterprise can prosper only with 
the permission of and under the con- 
trol of a 3-man board. 

Privileges and works heretofore 
reserved for county and state high- 
way departments and city or county 
commissioners revert to the corpora- 
tion. How so? No dam, sewer, 
bridge, canal, road, sewage-disposal, 
water-purification works, or recreation 
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SOME FEARS OF OPPONENTS OF THE PROJECTED MVA 








Opposition to MVA 


“... two-thirds of the Missouri river states oppose the MV A, yet there 
has been little publicity given to their side of the question. The minor- 
ity have on their side the ample funds and publications issued in their 
behalf by the CIO, the Farmers Union, the TVA, the friends of 
MV A, and hew-the-line administration supporters. Here again the 
benefits to be brought about by an MV A are stressed rather than the 
actual contents of the bill and what it portends for future valley ad- 
ministrations.” 





facilities may be constructed except in 
accordance with plans for such con- 
struction and their maintenance ap- 
proved by the corporation. 

The powers are further strength- 
ened by the rights to justify them- 
selves through the undertaking of en- 
gineering, economic research, and 
demonstrational and educational work, 
and to establish whatever laboratories 
and experiment stations may be 
thought necessary. The educational 
work includes the right to publish 
pamphlets in justification or praise of 
its benevolent works. Since there has 
been a veritable flood of such material 
promoting the TVA — material that 
did not come through the usual edi- 
torial or publishing channels — it is 
proper to assume that MVA will not 
overlook this possibility to spoon feed 
its constituents. 
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N° that the principal contents of 
this proposed authority have 
been aired, suppose we examine the 
arguments set forth by its advocates. 

First and foremost among these 
arguments is the opinion stated as fact 
that nothing will be done about the 
Missouri river unless an over-all 
authority is given the right to deal 
with all phases of the problem. Sup- 
posedly, the regional differences are 
too deep and too bitter to make pos- 
sible voluntary codperation among the 
Missouri basin states. 

This is far removed from the truth. 

Seven of the nine states involved 
have already agreed on the coordinated 
plan, already in the blueprint stage, put 
before them by the Bureau of Recla- 
mation and the Army Engineers. The 
Sloan plan, as it is called, would ac- 
complish the same benefits under al- 
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ready established government agencies 
experienced in the Missouri basin 
problems. The plan takes cognizance 
of states’ rights and those of its indi- 
vidual constituents and has had some 
$400,000,000 already authorized for 
its operation. 

Not only have these states with their 
varying needs and desires cooperated. 
They are demanding that a plan be 
brought into action now and not de- 
layed for possibly three years as it 
would be under the MVA. The Mis- 
souri basin is facing one of the great- 
est land booms in its experience. Serv- 
icemen and defense workers want to 
return to the land, and this vast region 
can support several million of them 
comfortably if a stabilized program of 
water for irrigation, electrification, 
and flood control is in action to pro- 
tect them from droughts, dust storms, 
a wavering economy, and disastrous 
floods. The aftermath of the World 
War I land boom left its mark on this 
region, and the states involved are de- 
termined not to see a repetition of this 
almost complete collapse of productiv- 
ity and. chances for development. 


graeme: and organizations fa- 
miliar with and experienced in the 
Missouri basin problem do not favor 
the authoritative pattern. True, it is a 
neat pattern wherein all the various 
parts will be codrdinated under three 


all-powerful (and undoubtedly be- 
nevolent) directors. But the type of 
pattern that wipes out individual in- 
itiative and enterprise smacks too 
much of foreign importations. They 
have as yet to prove this plan is more 
efficient or successful in the long run. 
Subservience rather than codperation 
is the key to MVA. 


At present, two-thirds of the Mis- 
souri river states oppose the MVA, yet 
there has been little publicity given to 
their side of the question. The minor- 
ity have on their side the ample funds 
and publications issued in their behalf 
by the CIO, the Farmers Union, the 
TVA, the friends of MVA, and hew- 
the-line administration supporters. 
Here again the benefits to be brought 
about by an MVA are stressed rather 
than the actual contents of the bill and 
what it portends for future valley. ad- 
ministrations. 

TVA was the pattern for the MVA 
although David Lilienthal made public 
a statement that regions “should not be 
so large that they are not of ‘workable’ 
size. The full potentialities of the uni- 
fied approach to resources and the op- 
portunity to be close to the people and 
their problems may be fatally impaired 
if the region itself is a vast one.” The 
Tennessee valley comprises some 41,- 
000 square miles, the Missouri river 
basin some 500,000 square miles. 


HE MVA, in turn, has been even 

the pattern for a proposed Colum- 
bia Valley Authority, now in the 
hands of the Senate Committee on 
Commerce, and a Conservation 
Authorities Act which sets up the fol- 
lowing authorities: the Atlantic sea- 
board, the Great Lakes-Ohio valley, 
the Missouri valley, the Arkansas val- 
ley, the Southwestern Authority 
which includes drainage basins of riv- 
ers in the western United States hav- 
ing no outlet to the sea, the Columbia, 
the California, and the Colorado Val- 
ley Authorities. The major points of 
the MVA are included in these addi- 
tional bills. What is approved for one 
drainage basin will be superimposed 
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SOME FEARS OF OPPONENTS OF THE PROJECTED MVA 


on all the others. That’s why this 
MVA question is of national concern, 
why other states must not sit back and 
titter complacently at a squabble 
which will affect their future status, if 
it finds congressional approval. 

Why no? a Missouri Valley Author- 
ity? For reasons already stated: It is 
an un-American pattern; it discounts 
the rights of individuals and states; it 
would create a vast political patron- 
age; it would delay development of the 
Missouri valley for at least three 


plan drawn up by existing and experi- 
enced agencies and agreed upon by a 
two-thirds majority, from being put 
into action; it would create a revolu- 
tionary pattern by superimposing a 
government corporation with un- 
limited powers over an area compris- 
ing one-sixth of our nation; it would 
make a foreign-inspired substitute in- 
stead of a democratic procedure form 
the pattern for the future control of 
every major drainage basin in the 
United States; it portends a United 


States of Federal provinces rather 


years ; it is being promoted by a minor- 
than a union of sovereign states. 


ity; it is preventing the Sloan plan, a 





“Full Employment” and Freedom in America 


“.. the trouble with the program of full employment by gov- 
ernment guaranty is not that it won't work, but that if you 
pay the price it will work so well that when you have paid the 
price and got it, all you have left to wish for is that it wouldn’t 
work at all. Once you have set in motion the massive ma- 
chinery of unlimited government to make good its guaranty of 
full employment and adequate income for everyone, it is too 
late to protest that you didn’t read the fine print in the social 
contract. ... 

“..I can sum up for you the written and unwritten con- 
ditions of the new social security contract in these terms: The 
government will give you full employment and guarantee your 
income provided you will let it use your money as it pleases ; if 
you will buy for your own use what it tells you, at the price it 
fixes, or let it do the buying for you; if you will save as much 
money as it says and let it invest it as it pleases; if you will 
work at whatever it says, when and where it says, and as 
much as it says for what it says you can be paid; and if you 
will hear, read, and think what it tells you and keep your mouth 
shut.... 

“So, when we are told today that we must choose between 
full employment by this road or dictatorship and serfdom, I 
say you must take both and will get both, for both are stipu- 
lated in the bond of this bargain with compulsory collectivism.” 

—ViRGIL JORDAN, 
President, National Industrial Conference Board. 
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HE Rural Industrialization Bill (S 

1385) has been introduced by Sena- 
tor Bailey (Democrat, North Carolina) 
and Representative Hays (Democrat, 
Arkansas). It proposes a Commerce-La- 
bor-Agriculture program to encourage 
setting up of business, particularly small 
business, in rural or other underdevel- 
oped areas. The policy of this bill stresses 
the removal of “handicaps” for such 
business, including high electric and 
transportation rates and the “inade- 
quacy” of “other utility services.” 

The bill calls for an initial $5,000,000 
appropriation for these three depart- 
ments ($3,000,000 to Commerce and $1,- 
000,000 each to the departments of Labor 
and Agriculture) to start the work of 
surveying underdeveloped areas as to 
raw materials, electric power, labor, and 
other resources, and to discover suitable 
types of industry which might be opened 
in each locality. The secretaries of the 
three departments would work as a com- 
mittee to recommend further legislation 
to remove alleged handicaps, including 
“high rates for power and transportation 
which deter: industrial growth or lack of 
adequate power and transportation fa- 
cilities.” 

This bill is labeled on Capitol Hill as 
an administration measure, although it 
seems to have the backing principally of 
Secretary of Commerce Wallace. If en- 
acted it could be the forerunner of much 
antitutility legislation, such as allowing 
public power plants to engage promiscu- 
ously in discriminatory rates for pre- 
ferred industries. It would encourage 
public ownership in other rural utility 
service fields, especially rural telephone 
service. 

This bill is too new yet to indi- 
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cate any degree of congressional respon- 
siveness. So far it does not seem to have 
been taken very seriously. 


x * * * 


Te initial hearing in the natural gas 
investigation of the Federal Power 
Commission opened on schedule in Kan- 
sas City, Missouri, on September 18th. 
Two out of three of the qualifying mem- 
bers of the commission (Smith and 
Draper), Governor Schoeppel of Kan- 
sas, official representatives of seven other 
state governors, unofficial representatives 
of the State, War, Navy, and Interior 
departments, and a host of witnesses and 
observers of the gas, oil, coal, and rail- 
road industries, mining and railroad 
unions, were on hand to see the curtain 
go up on what promises to be FPC’s 
most ambitious undertaking on its own 
initiative. 

At the outset, Commissioner Nelson 
Lee Smith, presiding, read a statement 
outlining the commission’s position with 
respect to the purpose and scope of the 
hearings. He sought to emphasize that 
the investigation is purely a fact-finding 
inquiry for the benefit of the Congress, 
the commission, the state and local au- 
thorities, the industry as well as its com- 
petitors, and the general public. He as- 
serted that issues which have been raised 
in cases which the commission has heard 
causes the commission to feel that it does 
not now have adequate information to 
deal effectively with the various conten- 
tions, such as end use, the holding of gas 
in producing areas, and matters generally 
of broad public policy “some of which 
appear to go beyond its (the commis- 
sion’s) authority under the Natural Gas 
Act.” Commissioner Smith also stated: 
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It seems clear that any administrative 
agency which operates as an arm of the 
legislature in interpreting and applying to 
specific situations the regulatory policies ex- 
pressed generally in the statutes under which 
it functions, should pause from time to time 
to make certain essential appraisals. This 
stock taking should include more than just 
an inquiry into the effectiveness of its own 
specific performance; it should involve con- 
siderations of the soundness of its interpreta- 
tions of the legislative expressions of policy 
and an evaluation of those policies them- 
selves. This, in turn, necessarily must em- 
brace a survey of conditions within the 
regulated industry as affected by the regula- 
torv policies of the agency and of such con- 
ditions and policies — not only upon the 
owners and customers of the regulated busi- 
ness, but also upon allied or competitive in- 
dustrial groups—all viewed in the light of 
the general public interest, which is of para- 
mount importance. 


Governor Andrew Schoeppel of Kan- 
sas spoke as chairman of the Interstate 
Oil Compact Commission. He reviewed 
the history and accomplishments of the 
IOCC, and left little doubt that in his 
opinion the Federal government should 
not be given additional authority over the 
gas industry. He said: 

Practically every American citizen rec- 
ognizes that whatever can be most efficiently 
done by the state or local government should 
not be attempted by the Federal government. 
We think this general principle is accepted 
by all men, regardless of political affiliation. 
If the conservation of gas and oil can best 
be carried out by the states, all will agree 
that the states should retain such power. 


D* E. DeGotryer, nationally known 
geologist and engineer, was the 
next witness, being put on the stand by 
the Natural Gas Industry Committee— 
the only witness the industry group 
planned to present during these regional 
hearings. He declared that the present 
proven reserves of natural gas in the 
United States amount to in excess of 140 
trillion cubic feet—enough to last at pres- 
ent rates of production for some thirty- 
five years. He said that “the outlook 


for the discovery of additional gas re- 
serves in substantial quantity is dis- 
tinctly favorable.” 

Relative to his estimates on reserves, 
he added that if small fields are included 
and allowance is made for a probable ex- 
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tension of discovered fields not yet fully 
explored, “we are justified in consider- 
ing our present reserves to be something 
of the order of magnitude of 200 trillion 
cubic feet.” He added: 


In my opinion thc outlook in the United 
States is for activity on an increasing scale 
in exploration for oil. I believe that the re- 
sult of such effort is likely to be the dis- 
covery of substantial reserves of natural 
gas. ... It is fairly well established by re- 
cent experience that there is greater likeli- 
hood of the mineral hydrocarbons occurring 
in the gaseous phase than of their wr wag 
in the liquid phase under the relatively hig 
pressures and high temperatures which pre- 
vail at great depth. We know that explora- 
tion to increasingly greater depths is and 
must be a marked characteristic of our con- 
tinued search for oil. 


It is on this basis that he contends that 
the outlook for discovery of additional 
gas reserves in substantial quantities is 
most favorable. 


10-PoInT statement presented at the 

hearing by the Independent Petro- 
leum Association of America declared 
that “regulatory authority for produc- 
tion, storage, and handling of natural gas 
now rests with the states and no Federal 
laws are either justified, demanded, or 
needed.” The statement also declared that 
“if the FPC persists in its attempted con- 
trol, directly or indirectly, of phases cov- 
ered by state regulation, its natural gas 
functions should be transferred to the 
Interstate Commerce Commission or re- 
defined by new legislation. . . . Adapta- 
tion of the utility principle cannot be 
applied to natural gas and maintain a 
healthy industry.” 

The assertions were challenged by Tom 
J. McGrath of Washington, representing 
rail interests, and were supported by 
Charles I. Francis, special counsel for 
the Texas Railroad Commission. 

After the conclusion of its hearing in 
Kansas City the Federal Power Commis- 
sion will hold further hearings in Okla- 
homa City October 9th, New Orleans 
October 30th, and Dallas November 27th. 


* * * * 


HE controversial Missouri Valley 
Authority Bill (S 555), already un- 
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favorably reported by the Senate Com- 
merce Committee, has been considered by 
the Senate Irrigation and Flood Control 
Committee, with hearings opened on Sep- 
tember 18th. Proponents were expected 
to testify during the first week of the 
hearings. During the second week the 
first two days were allotted to represent- 
atives of the Reclamation Bureau and 
the balance of the time to various inter- 
ests opposing the bill. 

The administration support for this 
Murray MVA Bill is noticeably active. 
Among the witnesses named in the list 
of proponents were Basil Manly, chair- 
man of the Federal Power Commission 
(recently resigned), to talk on “the pow- 
er costs in the Missouri valley,” and 
Morris L. Cooke, formerly REA Admin- 
istrator, to talk on “the effect of S 555 
on the power problems in the Missouri 
valley.” 

The CIO branch of the labor move- 
ment, which is trying to round up favor- 
able senatorial action (although without 
much noticeable result) has several rep- 
resentatives listed among the proponents 
to testify at the hearings. Their view- 
point is indicated by the recent state- 
ment of Tony Smith, of Washington, D. 
C., representative of John Brophy, chair- 
man of the National CIO Committee for 
MVA. Speaking at a meeting in Omaha 
of supporters of the Murray Bill, he 
said: 

Broad extension of useful public works is 
one answer to unemployment. One of the 
most obvious extensions is regional develop- 
ment of our water resources. 

The government has invested about $750,- 
000,000 in TVA. It invested about $2,000,- 
000,000 in the atomic bomb which ended the 
war and brought us some difficult problems. 
It might not be unreasonable to expect that 
we can invest $2,000,000,000 in developing 
the water resources of the Missouri valley 
for the benefit of all the people of that region. 


Senator Overton (Democrat, Louisi- 
ana) is chairman of the Senate Irriga- 
tion subcommittee, which is composed 
of three Democrats, Senators Hatch of 
New Mexico, O’Mahoney of Wyoming, 
and Overton, and two Republicans, Sena- 
tors Gurney of South Dakota and Butler 
of Nebraska. 
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Senator Overton doubts “very much” 
that the present Congress will set up a 
Missouri Valley Authority. “I haven’t 
taken any poll, but I wouldn’t think that 
this Congress will approve any such bill,” 
Overton recently told a reporter. 


* * * * 


BE gous recent recommendation to Con- 
gress by Attorney General Clark 
that the Aluminum Company of America 
be broken up might, if adopted, have far- 
reaching effect in the public hydroelectric 
power field, with consequent repercus- 
sions upon business-managed electric 
utilities. 

Writing in The New York Times of 
September 21st, John P. Callahan says 
that a leading representative of the elec- 
tric utility industry has characterized the 
recommendation of the Attorney General 
regarding Alcoa as “an indirect attempt, 
backed by the Tennessee Valley Author- 
ity and the Bonneville Power Adminis- 
tration, to create a vast government 
aluminum project which would absorb 
the billions of kilowatt hours of elec- 
tricity generated by these agencies dur- 
ing the war.” 

The article states that the utility man 
pointed out that TVA’s generation of 
electricity rose from 3,630,000,000 kilo- 
watt hours for the year ending June 30, 
1940, to more than 10,000,000,000 at the 
end of 1944. And, in 1940, production of 
electricity by Bonneville Power Admin- 
istration was 209,000,000 kilowatt hours, 
compared with 9,340,000,000 during the 
year ended June 30, 1944. 

This spokesman declared, the writer 
said, that TVA and Bonneville had 
“boasted” that 75 per cent and 85 per 
cent, respectively, of the electricity which 
they generated during 1944 was for war 
production, and he added that, with large- 
scale production of aluminum terminated, 
“Federal power projects must find an 
outlet for the enormous amounts of ex- 
cess electricity generated during the war 
years.” In this connection, he said, the 
government has three alternatives: 

1. It can sell its surplus power to neigh- 
boring business-managed electric powr- 
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companies. “However,” he added, “this 
would be a comparatively insignificant or 
limited outlet because the private power 
companies have their own plants and the 
problem of disposing of their own extra 
war loads.” 

2. It can enter into active competition 
with private power companies by further 
“invading” their markets and taking their 
business from them. “In this case,” he 
stated, “the country would witness a re- 
vival of the battle which ensued between 
the government and the late Wendell L. 
Willkie when the latter, as president of 
the Commonwealth & Southern Corpora- 
tion, sold the company’s Tennessee elec- 
tric properties to the TVA for $78,600,- 
000 in 1939.” 

3. It can build up an electrometallurgi- 
cal or electrochemical industry of suffi- 
cient size to absorb its excess production 
of electricity. 


M* CALLAHAN notes further that 
cancellation of leases early this 
month between Alcoa and the govern- 
ment, under which Alcoa operated gov- 


ernment-owned aluminum reduction 
plants and related facilities, the spokes- 
man said, automatically reduces large- 
scale production of aluminum both in the 
region of the Tennessee river and in the 
Pacific Northwest, and raises the ques- 
tion of disposition of the surplus elec- 
tric power generated at these Federal 
power sites. 

“From a political point of view,” he 
continued, “it is absolutely suicidal to 
let a government hydroelectric plant 
stand idle and no one recognizes this fact 
quicker than advocates of government- 
owned electric power projects.” 

At present, it appears, 57 per cent of 
all the aluminum is produced in govern- 
ment-owned plants. The government 
plans to subsidize aluminum production, 
the Times article quotes the spokesman, 
who pointed to the recent statement of 
the Attorney General in which he said 
that “substantial government assistance 
to Alcoa rivals would be necessary unless 
the tasks of reorganizing Alcoa into com- 
peting companies and of selling or leas- 
ing government aluminum plants could 
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be carried out concurrently under pres- 
ent conditions.” 

Mr. Callahan observed that it is the 
opinion of this electric utility represent- 
ative that much of the war loads supplied 
by the government could have been taken 
care of by private power companies in 
the regions of the two Federal projects, 
“but these Federal sites were expanded 
with a long-range program of public 
power monopoly in mind.” 

“The government will have to look to 
aluminum as its major outlet,” he con- 
cluded, “and it is indeed a strange co- 
incidence that the suit against Alcoa as a 
monopoly should come at this time.” 

It is of interest that Attorney General 
Clark’s recommendation of government 
assistance, for any rival organization at- 
tempting to compete with the Aluminum 
Company of America, would take the 
form, presumably, of lower power rates, 
freight rates, aid in locating and acquir- 
ing economical sources of bauxite, and 
so forth. He seems to be hinting at a sort 
of Holding Company Act for the alumi- 
num industry. His recommendations 
were more or less general and no specific 
statutory pattern was proposed. The left- 
wing and public power groups, however, 
have already carried the suggestion even 
farther and are talking about keeping 
the government-owned aluminum plants 
operating on a “yardstick” basis. 

x * * * 


MPROVEMENTS, extensions, and in- 

creased employment in municipally 
owned electric plants is seen as a cer- 
tainty in the postwar period by Thomas 
J. Kenney of Springville, president of 
the Municipal Electric Utilities Associa- 
tion of New York State. 

Presiding on September 20th at the 
fifteenth annual meeting of the associa- 
tion, and opening a 2-day session at 
Rochester, Kenney said 43 municipalities 
owning and operating their own electric 
plants were represented at the conven- 
tion. The group discussed problems of 
postwar operation and inter-related ques- 
tions between municipal departments of 
audit and control and the state public 
service commission. 
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Wire and Wireless 
Communication 


T an industry advisory committee 
meeting on September 20th, the 
communications division of the WPB 
Office of War Utilities decided that the 
schedule of preferences for obtaining in- 
stallation of telephone service as con- 
tained in Order U-2 should be continued. 
Since such continuation would obviously 
extend the order beyond the life of the 
Office of War Utilities (which dissolved 
on September 30th), it was necessary to 
transfer routine administration of the or- 
der to the WPB central board of ap- 
peals. Only a small group of personnel 
—perhaps only two or three clerical as- 
sistants—will be necessary to handle the 
extended enforcement of U-2. 

The September 20th meeting decided 
that U-2 should be continued in order 
to facilitate the orderly installation of 
telephones through the period of recon- 
version. It was estimated that in excess 
of 2,000,000 people—perhaps as many 
as 2,500,000—are now awaiting tele- 
phone service. Order U-2 as revised 
would give the telephone industry an op- 
portunity to connect and reconnect sub- 
scribers in the order of their essentiality, 
thereby avoiding misunderstanding and 
confusion which might otherwise arise. 

Although no time limit was determined 
by the September 20th meeting for the 
extension of U-2, it was not immediately 
apparent just how it could be extended 
beyond the life of the War Production 
Board itself. In submitting his resigna- 
tion as chairman of WPB to President 
Truman, Julius A. Krug indicated that 
WPB’s existence as an independent war 
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agency was scheduled to come to_an end 
on October 31st. Presumably, unless 
other arrangements can be worked out 
with other departments—perhaps the 
proposed reconversion service suggested 
by Chairman Krug—the WPB authority 
for extending U-2 controls would end 
with the life of that agency. 


x* * * * 


ENATOR Wheeler (Democrat, Mon- 
tana) recently urged President Tru- 
man to try to work out an agreement 
within the administration on the handling 
of international communications. 

Mr. Wheeler heads the Senate Inter- 
state Commerce Committee which has 
heard various government agencies take 
different positions on plans for control- 
ling radio, cable, and telephone commu- 
nications between the United States and 
other countries. 

Mr. Wheeler thinks something might 
be worked out. He said, after a White 
House call, it was absolutely necessary to 
have a definite policy on the subject “if 
we are going to compete with other coun- 
tries.” 

“Whether it is necessary to put all such 
communications under one head, I don’t 
know,” he told reporters. 


* * * * 


Bz the independent telephone indus- 
try and the National Federation of 
Telephone Workers were scheduled to 
submit their views at the hearings of the 
Senate Committee on Labor and Educa- 
tion on the so-called Pepper-LaFollette 
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Bill (S 1349). This bill would amend the 
Fair Labor Standards Act so as to raise 
the minimum wage from 40 cents an hour 
to 65 cents for the first year and 75 cents 
eventually. 

Executive Vice President Clyde S. 
Bailey of the United States Independent 
Telephone Association was understood 
to be preparing to represent his organi- 
zation, along with J. C. Crowley, secre- 
tary-treasurer of the Minnesota Tele- 
phone Association. The independent in- 
dustries are expected to point to the 
financial burden which would be im- 
posed on small telephone companies if 
they are required to pay the increased 
minimum wages in small communities so 
as to meet a uniform standard of wages 
paid in large industrial communities. The 
independents are also anxious to retain 
the present exemption in the Fair Labor 
Standards Act of telephone operators at 
exchanges having less than 500 sub- 
scriber stations. 

Top labor officials—Secretary of La- 
bor Schwellenbach and Wage-Hour Ad- 
ministrator L. Metcalf Walling—will be 
among the first witnesses to testify before 
the committee, along with William Green, 
AFL president, the head of the Railway 
Labor Executives Association, Vice Ad- 
miral Emory Land, and Dr. T. J. Woof- 
ter, Federal Security Administration Di- 
rector of Research. 

Over on the House side a somewhat 
similar bill has been introduced by the 
chairman of the House Labor Committee, 
Representative Mary Norton (Demo- 
crat, New Jersey). Mrs. Norton’s bill 
differs from the Pepper-LaFollette Bill 
in that it would establish a 65-cent mini- 
mum wage without the eventual increase 
to 75 cents an hour, as contained in the 
Pepper-LaFollette measure. It was be- 
lieved that Mrs. Norton’s bill would take 
precedence (by agreement among com- 
mittee members) over any other wage- 
hour bill already introduced in the House, 
of which there were more than a half- 
dozen. 


nN informal poll of the Senate com- 
mittee, published by the national 
telephone journal, Telephony, of Sep- 
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tember 29th, indicates that the Senate 
group is already lined up 2 to 1 in favor 
of the Pepper-LaFollette Bill. Listed in 
favor of the bill were Senators Murray 
(Democrat, Montana), Walsh (Demo- 
crat, Massachusetts), Thomas (Demo- 
crat, Utah), Pepper (Democrat, Flor- 
ida), Hill (Democrat, Alabama), Cha- 
vez (Democrat, New Mexico), Tunnell 
(Democrat, Delaware), Guffey (Demo- 
crat, Pennsylvania), LaFollette (Pro- 
gressive, Wisconsin), Aiken (Republi- 
can, Vermont), Ball (Republican, Min- 
nesota), Morse (Republican, Oregon). 

Listed as opposed or undecided were 
Senators Ellender (Democrat, Louisi- 
ana), Johnston (Democrat, South Caro- 
lina), Smith (Republican, New Jersey), 
Fulbright (Democrat, Arkansas), Taft 
(Republican, Ohio), Donnell (Republi- 
can, Missouri). 


x* * * * 


RADIO revolution has been called off. 

William Benton, recently named to 
a post in the State Department and direc- 
tor of Subscription Radio, Inc., has in- 
formed the Federal Communications 
Commission that Subscription Radio will 
not submit to the commission its applica- 
tion for three radio frequencies in New 
York city. The application was to have 
been submitted late last month. 

Mr. Benton, together with co-directors 
Robert M. Hutchins, president of the 
University of Chicago, and Beardsley 
Ruml, treasurer of R. H. Macy & 
Co., had planned to provide subscrip- 
tion radio service, minus advertising. 
Classical music, popular music, and an 
unannounced type of program would 
have been broadcast on three frequen- 
cies. Scrambling devices would make the 
radio signal incomprehensible to a casual 
tuner-inner. Subscribers to the service 
would have descrambling devices at- 
tached to their sets. 

The proposed service was known in 
radio circles as “pig squeal” radio be- 
cause of the noise made by the scrambled 
signals. 

The radio industry had fought the 
service on the grounds that the air should 
be equally available to all members of the 
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public, whether or not they could afford 
to rent descrambling equipment. Sub- 
scription radio had argued that the charge 
for the device was comparable to the 
charge for a magazine and newspaper, 
and would not detract from present 
standards of air freedom. 

Mr. Benton told the FCC that the En- 
cyclopedia Britannica and Muzak Cor- 
poration, which pipes continuous music 
into bars and restaurants, had incurred 
substantial out-of-pocket expenditures in 
their study of subscription radio. How- 
ever, he stated, “the plans for the future 
revolved to a major extent around my 
personal background in the broadcasting 
field and in my personal faith in the po- 
tential opportunity for subscription ra- 
dio. Without my active participation it 
seems to the other directors unwise and 
unsound to launch the venture.” 

Mr. Benton said further that his State 
Department job would require close co- 
Operation with all media of communica- 
tion and he felt he should not enter into 
any new broadcasting venture. 

*x* * * * 


KRON’S city council voted to levy a 
A tax on two utilities recently. The 
council assessed the Ohio Bell Telephone 
Company 0.5 per cent of its gross earn- 
ings in the city, which council members 
estimated would amount to about $37,000 
annually and levied a 1 per cent tax on 
the earnings of the Akron office of the 
Western Union Telegraph Company. 

A telephone company official, who de- 
clined to be quoted directly, declared the 
company would fight the assessment 
through the courts. 

George L. Aldrich, chairman of the 
council’s utilities committee, said a tax 
also would be imposed soon on revenues 
of the East Ohio Gas Company in an at- 
tempt to bolster the city’s revenue. 

eS ai Se 


re American Telephone and Tele- 
graph Company on September 19th 
announced the election of Major General 
William H. Harrison as vice president in 
charge of operation and engineering. 
General Harrison held this position 
prior to 1940 when he went on leave of 
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absence to head the production division 
of the War Production Board. In 1942 
Mr. Harrison left the War Production 
Board and became a Brigadier General 
in the United States Army. Soon after- 
wards he was promoted to the rank of 
Major General and made chief of the 
procurement and distribution service of 
the Signal Corps. At that time he severed 
all connection with the American Tele- 
phone and Telegraph Company. 

Although his Army work was pri- 
marily procurement and distribution in 
the United States, his duties took him 
into most of the active theaters.of the 
war. For his service he was awarded the 
Distinguished Service Medal. 

Shortly after General Harrison went 
to Washington the position of vice presi- 
dent in charge of operation and engineer- 
ing of the AT&T was filled by Mark R. 
Sullivan, until that time first vice presi- 
dent of the Pacific Telephone & Tele- 
graph Company. Mr. Sullivan leaves the 
American Telephone and Telegraph 
Company to become president of the four 
Chesapeake & Potomac Telephone com- 
panies which serve Maryland, Washing- 
ton, D. C., Virginia, and West Virginia. 
In this position he succeeds Lloyd B. Wil- 
son who has been president since 1929 
and who has for some time planned to 
retire from the presidency. Mr. Wilson 
becomes chairman of the boards of di- 
rectors of the four companies. 


*x* * * * 


—— a conference with repre- 
sentatives of the National War Labor 
Board, the Western Union Telegraph 
Company and a coordinating board of 
the American Federation of Labor, rep- 
resenting more than 60,000 employees, 
have agreed to submit 13 disputed issues 
to the board and to accept the board’s 
decisions, it was announced on Septembe 
19th. 

The dispute is the second which will 
be handled by the board since VJ-Day 
in which the employer and union have 
agreed in advance to accept the board’s 
findings. The other involved the Long 
Island Star-Journal, Long Island City, 
New York, a daily newspaper, and thé 
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042 New York Newspaper Guild, CIO. 
ead _In a joint statement concerning new 
out disputes, issued August 29th, Chairman 
frer. § George W. Taylor of the NWLB and 
igs? Secretary of Labor Lewis B. Schwellen- 
the bach pointed out: 
e of If other measures fail, the parties to a 
ered dispute should, if they desire further govern- 
ele- mental participation in their settlement, 
agree to submit it to the War Labor Board 
for final and binding determination. Where 
pri- the parties agree in advance to accept the 
n in board’s decision in the case, the board will 
bien accept certification automatically from the 
re Department of Labor. 
1 the In the Western Union-AFL Case, two 
of the issues—wages and seniority—and 
went the question of retroactivity, would be 
resi-§ heard by a division of the NWLB on 





October 3rd. Other issues, if they are still 
unsettled, will later be heard by a na- 
tional panel to report to the board. 

The issues are (1) wages (as incor- 
porated in the union’s 8-point demand 
transmitted to the company on April 9th, 
including a 65-cent minimum rate), (2) 
arbitration, (3) seniority, (4) work 
week, overtime, and premium pay, (5) 
force reduction, (6) vacations, (7) holi- 
days, (8) elimination of delivery agen- 
cies and preservation and restoration of 
independent office operation, (9) sick- 
ness disability benefit payments, (10) 
pension and death benefit plan, (11) 
technological displacements, (12) union 
shop, and (13) implementing clause. 

The Western Union-AFL stipulation 
to submit their dispute to the board was 
reached at a conference last month called 
by the board to consider what procedure 
should be followed to settle their differ- 
ences in the light of their inability to 
settle by negotiation, pursuant to an 
earlier, (May 22nd) decision of the 
board, problems arising out of the merger 
of Western Union and Postal Telegraph: 

The earlier decision, issued in a dis- 
m pute between the Western Union and the 
American Communications Association, 
CIO, stated that, in view of the AFL’s 
§ certification in March, 1945, as bargain- 
ing agent for all employees outside New 
York city, the company and the AFL 
should bargain on the method by which 

the grievances should be resolved pur- 
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suant to the company’s commitments to 
the Federal Communications Commis- 
sion at the time of the merger. The 
parties were to report to the board on 
the status of the negotiations after sixty 
days. The decision continued in effect, 
however, the authority of an arbitrator 
to decide the grievances in the New York 
area, where the CIO retained bargaining 
rights following a National Labor Rela- 
tions Board election covering the entire 
Western Union system, as merged. 


ye ip AFL established a national co- 
Ordinating board to negotiate a mas- 
ter agreement to replace some 70 con- 
tracts held with the company by various 
AFL unions and to include employees 
previously represented by the CIO. The 
principal unions, signatories to the stipu- 
lation, are the Commercial Telegraphers 
Union, Telegraph Employees Union, and 
Telegraph Workers Federal Labor 
Union. 

The stipulation sets forth that the par- 
ties have “exhausted the process of 
negotiation, bargaining, and conciliation, 
and desire the National War Labor 
Board to determine the issues...” It 
was agreed that the parties would abide 
by any directive orders issued by the 
board with respect to the specified issues. 


* * * * 


QUIPMENT which will enable Bell 

system telephone subscribers to 

dial long-distance points direct was. dis- 
closed in Boston early last month. 

Joe E. Harrell, president of the New 
England Telephone & Telegraph Com- 
pany, told of the equipment when he ap- 
peared at a hearing before the city coun- 
cil’s committee on public lands on an 
order asking approval for the sale of 
Perkins street to permit the company to 
erect a new $7,000,000 building in down- 
town Boston. 

Perkins street, which is 17 feet wide 
and 185 feet long, runs through a park- 
ing lot, owned by the company. The city’s 
selling price for the street is $10,000. 

Long-distance dialing to almost any 
point in the country may be ready within 
four years, Mr. Harrell said. 
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Methods of Retiring Senior Se- 
curities of Holding Companies 


EVEN methods have been used to re- 

tire senior securities of holding com- 
panies, in the various integration plans 
approved by the SEC and put in opera- 
tion, or in preliminary steps toward in- 
tegration effected by voluntary agree- 
ments between the companies and the 
commission, as follows: 


(1) By purchase in the open market, 
or on tender— 

(a) Purchase price limited to par 

(or less) by SEC. 

(b) Purchase price permitted by 

SEC to exceed par. 

(2) By exchange tender for a 
“package” of one or more of the sub- 
sidiary stocks held, and/or investment 
holdings and cash. 

(3) By mandatory exchange (under 
court order) for a “package” of cash 
and portfolio stocks, with a theoretical 
value equivalent to parity. 

(4) By mandatory exchange for 
new common stock, under a court- 
confirmed recap plan, with a formula 
for apportioning new common stock 
between preferred stock (with ar- 
rears) and common stock. 

(5) By partial payment of the whole 
issue through application of cash. 

(6) By full redemption at par on 
the basis of involuntary dissolution. 

(7) By redemption at the call price, 
in part or whole. 


The various methods have not been 
applied according to any uniform prac- 
tice, but have apparently evolved or been 
selected as a matter of expediency, con- 
forming somewhat to prevailing market 
conditions and the process of negotiation 
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and bargaining among the SEC, the 
holding company managements, and the 
various groups of securities holders in- 
volved. An underlying motive of the 
commission, however, has been Scrupu- 
lously to avoid any indication of discrimi- 
nation or favoritism between different 
classes of security holders, and at times 
this has tended to delay the retirement of 
senior securities. 

During earlier years the method of 
gradual retirement by purchase in the 
open market (as cash became available 
from income or the sale of subsidiaries) 
was the favorite policy of the companies, 
for the reason that many holding com- 
pany securities were selling at levels well 
below par. Retirement at low prices 
would help to build up the equity for 
junior securities, including the common 
stock, which was naturally favored by 
the management. In some cases there 
was considerable delay in obtaining SEC 
permission, however, since the commis- 
sion felt that there might be resulting 
discrimination between various holders 
of the same security. Some holders might 
be persuaded by the company’s offer to 
give up their securities at low prices, 
while others who would cash their hold- 
ings at a later date would benefit by the 
earlier retirements. 

The commission at this time was will- 
ing to sanction sales to “sophisticated in- 
vestors” at low prices, but feared that 
small holders might be mulcted by this 
method. However, as the market in util- 
ity securities rapidly improved from the 
low levels of April, 1942, it became easier 
for the holding companies to obtain SEC 
permission, and a number of companies 
instituted buying programs. The com- 
panies could, of course, buy up to one per 
cent of the outstanding amount of any 
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security during a given year without SEC 
permission, but this was considered too 
slow a method. 


O NE of the principal buying programs 

was that of Electric Bond and 
Share, which up to June 30, 1945, pur- 
chased and retired $41,237,500 of pre- 
ferred stocks at a cost of $32,323,882, or 
an average price of about $79 a share 
in compared with present prices above par. 
The outstanding amount of preferred 
nes stock was thus reduced by about 28 per 
: cent. 


yu- se 

ni- 4. Lhe commission has always been re- 
ont gluctant to permit open market purchases 
1es W2t Prices above par, apparently on the 


of ¥assumption that the holding company 
might finally be dissolved, in which event 
remaining senior securities would prob- 
ably be redeemed at par. Such final hold- 
ers would thus be discriminated against, 
if the company had been allowed to pay a 
premium to retire previous amounts. Ob- 
viously this is another facet of the com- 
mission’s early reluctance to permit re- 
tirements at) bw prices. A few excep- 
tions have be¢n made, notably in the case 
of American Power & Light bonds. The 
company had been retiring these by pur- 
chase below par, but the program finally 
slowed down as the market price passed 
parity. A rather peculiar theory was 
then evolved to justify a new buying 

















a policy. The assumption was made that 
ght he company’s integration program 
to vould be completed within approximate- 


ly one year and that remaining bonds au- 


id. geomatically would be retired at par at 
the hat time. The company was, therefore, 

pllowed to “discount” this event and to 
ij]- getter holders par plus the interest which 
in- ey might otherwise obtain if the bonds 
hat mete held to the end of the year’s period. 
his his scheme was similar to the “prepay- 
til-genent” offers frequently made to get rid 
the pf old bond issues in advance of call 
sier Mates. Thus 106 could be paid in the 
ECgppen market at the beginning of the 
nies ’°2"'S period, but the price dropped about 
om-@ene-eighth of a point each week there- 
per nfter and declined to par by the end of 
any ee year. The company made initial 





progress with its retirement program 
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under this new plan, but buying again 
dried up as the price automatically de- 
clined. 

It is understood that Electric Bond 
and Share, in its recent buying program, 
would have been permitted to pay above 
par for preferred stock but as a matter 
of policy refrained from doing so. 


HE second or exchange tender 
method has been most successfully 
used by United Corporation, which thus 
far has consummated two such programs, 
retiring about half its preferred stock. 
Presumably the same method will be fol- 
lowed in the future to retire the remain- 
ing stock, though there may be some de- 
lay before a third plan can be developed. 
The same method had previously 
been used by American Power & Light 
in effecting partial retirement of its pre- 
ferred stock through voluntary exchange 
for Houston Lighting common. In that 
case, however, the method proved less 
successful and it was necessary to offer 
the remaining unexchanged Houston 
Lighting for public sale. 

An outstanding example of the man- 
datory exchange retirement method 
(number three in our list) is the Stand- 
ard Gas plan. Under this program a 
package of cash and five common stocks 
was made up, with an estimated valua- 
tion of $1,000. Originally the plan was 
flexible, the SEC having approved a 
method of adjusting the amount of cash 
contained in the package to offset 
changes in the aggregate market or ap- 
praised value of the common stocks. Un- 
fortunately, this stabilizing device was 
effective only during a brief interim pe- 
riod before the plan went to a district 
court for confirmation and enforcement. 
Judge Leahy disapproved the plan, hold- 
ing that bondholders should receive $1,- 
000 cash. The court of appeals recently 
upheld the SEC, presumably making the 
plan effective as soon as the appeal period 
of two or three months has expired. (At 
the moment there is no indication that 
preferred stockholders will appeal to the 
Supreme Court.) During the 10-month 
interval between the two court decisions, 
the prices of utility common stocks have 
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advanced about 20-25 per cent, yet there 
is now no provision for changing the 
make-up of the package. Ironically, the 
appeals court stressed the point that 
bondholders were entitled only to par 
value rather than the redemption prices 
(which vary from 100 to 104), though 
the market value of the package is now 
estimated in some quarters to be in the 
neighborhood of 115. 

This discussion will be concluded in 
the October 25th issue. 


¥ 


The Outlook for 1946 


A indicated elsewhere in this depart- 
ment, utility stocks have passed the 
ordeals of VE-Day and VJ-Day with 
flying colors. Investors have realized that 
the industry has few reconversion prob- 
lems and that it will be one of the fore- 
most groups to benefit by relaxation of 
the wartime tax burden. 

It now seems reasonably assured that 
Congress will eliminate excess profits 
taxes, effective January 1, 1946. This 
means that a flat 40 per cent rate will 
apply to all the utilities’ taxable income. 
For the twelve months ended June 30, 
1945, excess profits taxes totaled $204,- 
822,000 as compared with income tax 
payments of $192,949,000 by class A 
and B Electric Utilities. Elimination 
of EPT should result in a saving some- 
where in the neighborhood of $100,000,- 
000, which would represent an increase 
of 20 per cent in net income for that pe- 
riod (or 26 per cent in the amount avail- 
able for dividends on common stocks). 

The benefits thus obtained will not be 
evenly distributed. Consolidated Edison, 
for example, will not benefit at all, since 
it has not had to pay any EPT (unless a 
small amount is payable for 1945). On 
the other hand, two western companies 
will benefit very heavily. Pacific Gas and 
Electric in 1944 paid excess profits taxes 
(plus charges in lieu of taxes) equal to 
about $3.16 a share. In theory at least, 
about half this figure or $1.58 could be 
added to last year’s earnings of $2.18, 
making an increase of 72 per cent. (Of 
course 1945-6 results may change this 
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proportion, but the company’s earnings 
after taxes have been very stable in re- 
cent years.) Southern California Edi- 
son should also be a heavy beneficiary, 
since in 1944 it paid excess profits taxes 
of $13,098,600 or approximately $4.12 aff: 
share on the common stock. Potential 
savings of over $2 compare with recent 
earnings of only $1.73 a share and a divi- 
dend rate of $1.50. 

Another substantial gainer will be the; 
Commonwealth & Southern system, 
whose operating companies have borne a 
very heavy tax load despite the extremely 
low rate structure of that system; As in- 
dicated in previous studies, “excess prof- 
its,” under the terms of the act and on 
the basis of accounting returns to the 
Treasury Department, have little relation 
to actual return on fair value of the plant; 
in fact, companies with a conservative 
setup are apt to be harder hit than those 
which have high rates and inflated prop- 
erty accounts. Commonwealth in 1943 
paid excess profits taxes of $23,564,910, 
and, in 1944, $15,477,482,plus a charge- 
in-lieu-of-tax saving of $6,787,522 (re- 
resulting from bond refupdings). Sav 
ings if EPT are eliminated might there- 
fore be in the neighborhood of $11,100, 
000 or about $7.50 a share on the pre 
ferred stock—which would nearly doubl 
the 1944 stated share earnings of $7.68 

This may well prove an important fac- 
tor in anv possible revision of the Coma, 
monwealth recap plan, now being sought 
by a committee of common stockholder: 


HAT is the outlook for increased 

utility revenues in 1946? The lates! 
figures released by the Federal Powe 
Commission for all class A and B electric 
utilities are for the month of July. In 
that month sales compared with the pre 
vious year as follows: 

Percentage 


Residential 

Commercial service 
Industrial service 
Miscellaneous sales (retail) . 
Sales to other utilities 
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Since VJ-Day the weekly kilowatt- 
hour figures have been showing a decline 
from last year of about 7 per cent. 
This would seem to indicate a decline in 
industrial sales of about 15 per cent, since 
offsetting gains for other classes of serv- 
ice probably remain about the same as 
formerly. 

Despite reconversion delays it seems 
unlikely that 1945 net income of all utili- 
ties will fall much below 1944. The lost 
industrial kilowatt-hour sales probably 
yielded very low income—less than the 
average of one cent per kilowatt hour ob- 
tained from all industrial service. Indus- 


in-Bitrial revenues in July actually gained 1.9 


“Bper cent while kilowatt-hour sales de- 
clined .3 per cent, though this difference 
may be due largely to a lag in collections 
as compared with output. 

It is true that normal reconversion dif- 
ficulties are being accentuated by the 
present nation-wide outbreak of labor 
roubles. Ford’s shutdown and the slack- 
ning of other industrial operations may 
not be reflected fully in the weekly fig- 

res thus far available. It is hoped that 
hese conditions will prove temporary, 
hough the fact that strike ballots against 
he “big three” auto producers are being 
irculated is a disturbing factor. 

The outlook for 1946 and later years 
seems dependent largely on the im- 
portant residential-rural services. These 
‘Msales have shown consistent gains for 
many years with the exception of the pe- 
riod 1931-34, when they were irregularly 
stationary. In 1944 residential revenues 
increased about $68,000,000 despite war- 
time conditions and lack of new appli- 
ances. 

Presumably this reflected 100 per 

ent usage of all urban housing space (as 
reflected in the increased number of cus- 
tomers), plus liberal or careless use of 
electric facilities due to freer spending 


HAT effect will increased appliance 
sales have on residential use of cur- 
rent? Data are lacking on the propor- 
tion of current used for appliances as 
ompared with regular lighting, but it is 
of course substantial. It is surprising to 
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note that residential revenues have con- 
tinued to gain at about the prewar rate 
despite lack of new appliances and new 
building, due to the reopening of vacant 
houses and other factors. To a large ex- 
tent new appliances, which may begin to 
reach consumers in volume early in 
1946, will largely replace worn-out or 
outmoded equipment, and hence will not 
have much immediate effect on electric 
sales. 

The fact that new units are more 
efficient than old in their use of current 
may be offset by increased size of units 
(such as refrigerators). 


The principal advantage to the electric 
light and power companies will doubtless 
come as new houses and apartments are 
built, relieving the present severe short- 
age which is aggravated by the return of 
servicemen. To some extent these new 
residential units will be offset by vacan- 
cies in old quarters, but there will be a 
substantial net gain. Moreover, builders 
will install in many new homes heavy-use 
appliances such as air-conditioning and 
water-heating units, electric ranges, etc. 

There will also be a growing tendency 
in all homes to install additional units 
such as radio and television sets, heating 
and air-conditioning appliances for indi- 
vidual rooms, heavy-duty electric fans, 
food-freezing units, etc. Some electric 
house-heating units may be installed 
where electric power is cheap, as in the 
northwestern area adjacent to Bonne- 
ville and Coulee. Farmers will also in- 
stall electric equipment in their barns 
and dairies to lighten labor and improve 
output. 

Prospects for the future growth of 
residential and rural sales are excellent, 
and, assuming that the tax burden is 
gradually eased, net income may resume 
the upward trend which it enjoyed in the 
1920's. 

Doubtless the utilities will have to 
share this prosperity with their con- 
sumers by granting further rate reduc- 
tions, but stockholders at long last may 
be able to obtain benefits from the indus- 
try’s gains, thus permitting a return to 
the normal proportion of equity financ- 
ing for plant expansion. 
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Holding Company Stocks 


OMMON stocks of utilities, including 
holding companies, were only 
slightly affected by VJ-Day despite the 
sharp decline in rail stocks; most issues 
are currently selling near their best levels 
of recent years. In the accompanying 
table of holding company stocks (includ- 
ing some preferred stocks with arrears) 
most issues have gained moderately since 
the table last appeared in the July 19th is- 
sue. 
Principal gains were in Buffalo, 
Niagara & Eastern $1.60 preferred, 
American Power & Light $6 preferred, 


Consolidated Electric & Gas preferred, 
Engineers Public Service, Standard Gas 
& Electric $7 preferred, and United Gas 
Improvement. Public Service of New 
Jersey declined moderately due to the re- 
duction in the indicated dividend rate 
from $1 to 80 cents. 

The average price-earnings ratio is 
now 14.7 compared with 14.1 in July. 
The average yield of 4.20 per cent omits 
Ogden Corporation, which paid a liqui- 
dating dividend last year and may pay a 
very large one this year ; and the Middle 
West yield omits the substantial liqui- 
dating payment made last year. 


e 


ELECTRIC-GAS HOLDING COMPANY STOCKS 


Where Price 


Traded About 
American Gas & Elec. ........ ™ 
American Lt. & Traction 
Amer. Pwr. & Lt. $6 pfd. ....S 


American Water Works S 
Buffalo, Niag. & East. $1.60 a 


Cities Service® CO. 005 ccscees 
Columbia Gas & Electric 

Com. & Southern pfd. ........ S 
Consol. Elec. & Gas pfd. ...... O 
Electric Bond and Share 

Elec. Pwr. & Lt. $7 pfd. ...... S 
Engineers Public Service S 
Federal Lt, & Traction S 
Illinois Power Co. ............ . 
Middle West Corp. ........... Cc 
National Pwr. & Lt. .......... S 
Niagara Hudson Power 

North American Co. .......... S 
 cacds vc diee's hb bias a 
PRE TO, 6s oc nccvcosees Cc 
Public Service of N. J. S 
Standard Gas & Elec. $7 pfd. ..S 
Memes Core BEE... cc cccncces S 
United Gas Improvement 

United Lt. & Railways ........ Cc 


Averages 


(a) Parent company basis. 
(b) Earned $1.04 in the first half of 1945. 
(c) Plus capital distribution of $2 in 1944. 


12 Mos. 


Price- 
Earn. 
Ratio 


Indic. Yield 
Div. Rate About 


$1.80 4.76% 
1.20 5.22 


Share Earn. 
Amt. 
$2.40 
June 1.58 
June 8.07 
June J1 
June 1.98 
Dec. 3.88 
June 57 
July 

June 

June 

July 

July 

June 

June 

June 

May 

June 

June 

June 

June 

June 

June 


July 
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(d) ss per cent in Pacific Gas and Electric common stock, worth at recent market price 


(e) Dividends irregular. Company has requested SEC permission to pay a liquidatin 


dividend of 


(f) Indicated rate (quarterly payments irregular). 
(g) Rate reduced from 25 cents to 20 cents in third quarter, making indicated total for th 


ear 90 cents. 


(h) Payments irregular on new stock; 35 cents paid February 28th. 
(i) Twenty-five cents initial dividend (on new stock) paid May 3lst and same a 


August 15th. 
OCT. 11, 1945 
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What Others Think 


The Tait Family Gets Upset 
About TVA 


VEN the best friends of the Tennessee 

Valley Authority, and they most cer- 
tainly are legion, will have to admit that 
the great valley experiment has been get- 
ting all the breaks on publicity. Call it 
what you will, propaganda to seduce the 
American public—or simple statement of 
fact about a thrilling adventure in “de- 
mocracy”—it is pretty clear that the 
“ayes” have it, when it comes to the num- 
ber of columns of space, pictures, lauda- 
tory editorials, and so forth, which have 
been organized in the great swelling 
chorus of praise for TVA and all its 
works and pomps. 

The reasons are various—TVA is an 
experiment with the taxpayers’ money 
which makes, or should make, all of us 
interested in it. It is highly photogenic: 
massive dams, falling water, helping the 
downtrodden native to a better way of 
life, etc. It is such a departure from pre- 
vious forms of government activity that 
its novelty alone commands our most 
curious attention. TVA opposition or 
criticism, such as it is, must fall back on 
such dull matters as bookkeeping and 
other tiresome statistical data, dry argu- 
ments about constitutional legality, vague 
implications about the dangers of social- 
ism, themselves not very popularly un- 
derstood nor especially feared. Add to 
this the natural publicity advantages of 
official government activity and of dis- 
tinguished public servants, such as Mr. 
Lilienthal (activities which always com- 
mand the respect of editors, etc.), as 
compared with the natural publicity dis- 
advantages of those seeking to get a 
square or better deal for private business 
corporations, 


ES, the publicity advantage of TVA 
is today a fact. The fact is that Mr. 
Lilienthal and his associates and collabo- 
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rators are able to command free space, 
and even get paid for spreading their side 
or their version of the TVA picture, 
TVA critics, on the other hand, could 
spend millions for space rates, handout 
and the more hackneyed heavy-handed 
props of propaganda, and not get any 
thing remotely approaching a compara 
tive result by way of popular reactio 

On the contrary, throwing around any 
such amount of money, for any su 

proposition, would almost surely boom 
erang. 

Naturally, Mr. Lilienthal et al. woul 
be dopes not to take advantage of thi 
situation, sincerely prideful as they ar 
of the Grand Job of the Century. Need 
less to say, Mr. Lilienthal is no dope 
Furthermore, this is only a temporary} 
advantage. When TVA’s novelty wea 
off, when gripes about public spending 
begin, if and when little bookkeepin 
chickens come home to roost in the for 
of bright red-inked, full-crowing roost 
ers, perhaps an incredible flash flood i 
the Tennessee valley—if, as, or when an 
one or combination of these things hap 
pens, in years to come, the American pub 
lic may begin to turn a less sublimate 
eye upon TVA. It will then have to g 
on the defense; and the technicolore 
shots of falling waters and flying spra 
well may seem a faded and inadequat 
answer to the question of how a billie 
dollars was spent and accounted for. 

All this is by way of atmospheric back 
ground in appraising the new boo 
“Uncle Sam’s Billion Dollar Baby” 
Frederick L. Collins. The author does nq 
pose as an expert or specialist on TV/ 
But he is, of course, a popular writ¢ 
whose book, “The FBI in Peace a 
War,” and other volumes are well kno 
Mr. Collins’ book is essentially an 2 
tempt to translate into popular languag 
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WHAT OTHERS THINK 


various questions and criticisms concern- 
ing the TVA’s establishment and accom- 
plishments to date. Altogether he has 
done an effective job and the book should 
be -rewarding, as well as entertaining, 
reading for anyone having an interest in 
the great TVA experiment. 


r. Cottins has a sure-footed pro- 

fessional technique which results in 
witty, popular style at a smart pace. The 
result is the surprisingly readable book 
of fairly brief proportion (174 pages) 
which belies the extraordinary amount 
of meaty and controversial issues of fact 
and policy covered. A more conventional 
and ponderous treatment could hardly 
hope to cover the same field in less than 
an oversized, heavily documented, and 
probably tiresome volume. 

It is his unconventional approach 
which is the principal feature of Mr. 
Collins’ book and embodies both its 
strength and its weakness. The author 
shrewdly refrained from matching David 
Lilienthal’s straight report-to-the-stock- 
holders style used in “Democracy on the 
March.” Nor did he resort to the more 
colorful I-came-saw-and-was-conquered 
style used in the recent Edward Duffus 
book. He probably sensed that any criti- 
cism of TVA based on openly argumen- 
tative lines would be decried if not dis- 
missed as propaganda. 

So, Mr. Collins tried a fairly novel 
approach. Considering what was doubt- 
less the author’s objective of making a 
critique of TVA worth its own weight in 
entertainment to the reader, this reviewer 
is not prepared to say that Mr. Collins 
has entirely succeeded. The approach 
taken by Mr. Collins is simply this: He 
builds his book about the family discus- 
sions of an average American family 
group—the Tait family. Father Tait is 
depicted as a good-natured, gullible 
pater familias. His good wife, Lovina, 
is more practical and more skeptical. His 
beautiful daughter, Mary, married to a 
war hero in the Pacific, takes after her 
mother. The teen-age son, Andrew, is the 
typical all-knowing college freshman, 
fascinated by the leftist theories of an 
amiable parlor-pink professor, “Thorny” 
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Bowers. Ed Sanderson, small-town suc- 
cessful power company executive, and 
the eleventh-hour return of the war hero, 
Steve Fane, complete the cast. 
Imagine, if you will, a typical Ameri- 
can family which becomes so obsessed 
over the arguments pro and con concern- 
ing TVA that it virtually monopolizes 
the thoughts and conversations of every 
member of the family for a period of 
months. Father Tait falls in love with 
the TVA after reading Mr. Lilienthal’s 
book, but becomes progressively disil- 
lusioned about Uncle Sam’s billion-dollar 
baby as the arguments go on and on. He 
even went so far as to make a trip to the 
Tennessee valley, despite the pressure of 
wartime demand on his business and 
other inconveniences of the period. 
Maybe there are families like that in 
the United States, but certainly they are 
not typical—not as typical as Mr, Collins 
would like to have you believe. Maybe 
American families, generally, ought to 
get more excited about TVA and the 
longer-range dangers that TVA is sup- 
posed to breed. But a recent public opin- 
ion poll seemed to indicate that a pretty 
big percentage of our citizens confused 
the very initials TVA with the name of 
a commercial air line! No, the Taits are 
an interesting family ; but hardly typical. 


|e peer: once you manage to get 
past this somewhat artificial setting, 
which makes the early dialogue seem 
a bit unrealistic, the balance of the book 
is entertaining enough, thanks to Mr. 
Collins’ smart handling. It is something 
like “Alice in Wonderland,” in which 
you have to start out by accepting such 
things as constantly changing size, talk- 
ing rabbits, and so forth. In short, you 
have to enter into the spirit of Mr. Col- 
lins’ book before its message can be ap- 
preciated. 

This observation is not to suggest that 
the unconventional approach in dealing 
with such a subject as TVA, so badly in 
need of more public understanding, 
should not be attempted. On the contrary, 
the problem of coping with TVA’s 
natural publicity advantage is a real chal- 
lenge to test the mettle and talent of its 
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critics. No media need be overlooked : the 
literary satire, radio and motion picture 
drama, the musical comedy stage, even 
opera and ballet might strike the magic 
chord which could knock the scales from 
the eyes of the American people. 

If the economic absurdities of TVA 
exist to the extent stated in Mr. Collins’ 
book, one can easily imagine how the 
joint talents of Gilbert and Sullivan 
could have extracted the last ounce of 
venomous humor from such a situation. 
Consider how the late George M. Cohan, 
in that sprightly musical, “I’d Rather Be 
Right,” helped to make the New Deal 
stop taking itself too seriously as a holy 
crusade. Perhaps something like that is 
in order for TVA—now that Mr. Collins 
has broken the ice with an unconven- 
tional start, directed at popular consump- 
tion. 

The arguments in “Uncle Sam’s Bil- 
lion Dollar Baby” are not new; but they 
are completely presented. They need 
hardly be repeated in these pages. Fail- 
ure of TVA to pay interest, to pay taxes, 
its refusal to subject itself to regulation 
while at the same time representing it- 
self as a yardstick, the subterfuge of 
using navigation and flood control in 
order to sneak by the constitutional bar- 
rier (which probably would not be neces- 
sary today with the Supreme Court as 
presently organized), confusion of flood- 
control and power-making functions 
from an engineering standpoint—all 


these are effectively presented and de- 
bated. 


HE author loads the cards pretty 

heavily against TVA, giving beau- 
tiful daughter Mary all the witty lines 
and devastating retorts, while poor 
young parlor-pink Professor Bowers is 
made to look as if he ought to go back 
to school and study to be a half-wit. But 
these are the prerogatives of the puppet- 
string medium in which the author has 
chosen to write his book. Less convincing 
is the tracing of the genealogy of TVA 
beyond a somewhat senile George Nor- 
ris to the socialistic machinations of Carl 
Thompson (sometime Bonneville con- 
sultant) and Stephen Raushenbush (of 
the Interior Department’s public power 
staff). 

In view of the lopsided publicity score 
mentioned, the Collins book is a worth- 
while, and long overdue, going-over for 
TVA, provided you are especially inter- 
ested in TVA. What we need now is 
something so fascinating and entertain- 
ing that it will captivate the attention of 
millions of taxpayers who are not par- 
ticularly interested in TVA; that is, not 
interested enough to, be asking embar- 
rassing questions about Uncle Sam’s bil- 
lion-dollar baby. 

—F. X. W. 


Uncte Sam’s Britton Dotrar Basy. By Fred- 
erick L. Collins. G. P. Putman’s Sons, New 
York, N. Y. Price $2.50. 





“Putting the Missouri to Work”—Reclamation 
Bureau Describes the Job 


g Soy have been numerous articles 
and comments in the press and in 
magazines in recent months concerning 
various proposals for the development of 
the water resources of the Missouri river 
basin. Much has been written regarding 
the “authority” idea of administration— 
a la TVA. Statements have been made 
and claims advanced of such variety that 
confusion may well exist as to the actual 
status of this situation. 


OCT. 11, 1945 


A timely and authoritative publication, 
“Putting the Missouri to Work,” has just 
been issued by the Bureau of Reclama- 
tion of the Department of the Interior. 
The information set forth in this 30-page 
illustrated booklet should clear up any 
misconceptions caused by writers not too 
well informed upon the subject. 

In an introductory statement, Commis- 
sioner H. W. Bashore of the Reclama- 
tion Bureau says that the Missouri river 
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“WHY SAVE SILLY OLD ROCKS? CAN’T YOU COLLECT SOMETHING 
SENSIBLE, LIKE OLD STREETCAR TRANSFERS?” 


is going to be put to full-time work—that 
“Congress has determined this.” This 
was assured in late 1944 “when direction 
was written into the Flood Control Act 
for the Bureau of Reclamation and the 
Army Corps of Engineers to undertake 
the initial group of projects for taming 
and utilizing the river.” Continuing, 
Commissioner Bashore states: 


For almost half a century the Bureau of 
Reclamation has been transforming near- 
desert lands into amply watered farms. .. . 

From the growing importance of water as 


a limited natural resource came the new goal 
of basin-wide development, of treating en- 
tire river basins as natural units in which 
water would be used for irrigation, power, 
navigation, industrial and domestic purposes, 
sanitation and pollution abatement, wild-life 
conservation, and recreation. Flood control 
would be provided by water management for 
these uses... . 

Some of the nation’s most destructive 
river systems have been converted to the 
service of residents of their valleys. The 
Missouri’s turn has come. ... 

As Bureau of Reclamation engineers 
worked from the headwaters downward to 
provide for irrigation and other uses of the 
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Missouri’s water, Army Engineers moved 
from downstream upward to secure flood 
control and adequate navigation. . 


It follows that “codrdination” of the 
two plans was a natural step, once the 
Congress laid down a policy on water use. 
This policy statement was given in the 
Flood Control Act, and thus, the com- 
missioner says, 


the basic Missouri basin development plan 
has been provided. It recognizes the service 
contributions of Interior Department agen- 
cies. 

It provides full use for the engineering 
experience of the Bureau of Reclamation and 
the Army Engineers. It furnishes the frame- 
work in which the Department of Agricul- 
ture and the Federal Power Commission will 
play important rdles in maximum develop- 
ment of the Missouri valley. 

Basin states will help execute the plan for 
the river. In developing basin plans, the offi- 
cial recommendations of the states will be 
an important factor in congressional authori- 
zation of the plan’s separate units. In April, 
1945, the Missouri Basin Inter-Agency Com- 
mittee was established by the Federal Inter- 
Agency River Basin Committee. The new 
committee provides a means “through which 
the field representatives of the participating 
Federal agencies may effectively . . . co- 
Sérdinate their activities among themselves 
and with those of the states in the prepara- 
tion of reports and in the planning and 
execution of works for the control and use” 
of Missouri waters. 

The basic plan is a big one. It will add the 
Missouri to the company of river systems 
managed in the people’s interest. 


N this Reclamation Bureau booklet, by 

text and illustration—both reproduc- 
tions of photographic scenes and picto- 
graphic drawings — a comprehensive 
story is told under these headings: “The 
Missouri Is Given Its Job” ; how it is to 
be done ; what it will do ; what it will cost ; 
and why it is needed. 

It i is made clear that this undertaking 
is “a giant engineering project.” The 
plan, it is stated, calls for 


the creation of approximately 100 new 
reservoirs with a combined capacity of about 
63,000,000 acre-feet—equivalent to a foot of 
water over every acre in Wyoming—exclu- 
sive of reservoirs on the lower Missouri and 
its tributaries in the state of Missouri. 
With this water, which now does much 
harm and comparatively little good, will be 
irrigated more than 150 units covering 4,- 
760,000 parched acres in North Dakota, Ne- 
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braska, Montana, South Dakota, Wyoming, 

Kansas, and Colorado. An additional half 

million acres, now inadequately watered, will 

ta new supplies from the Missouri sys- 
em. 

That hydroelectric power occupies an 
important place in the plan is disclosed 
in the statement that “by double use of 
the water, approximately twenty power 
plants will generate the electricity needed 
for agriculture and industry on the scale 
which the Missouri basin states should 
have.” 

It is then pointed out that the Missouri 
river system includes many rivers. 
“They run,” the booklet states, “through 
many drainage areas which together.are 
called the Missouri basin. Unified 
though these drainage areas are by these 
many rivers, the various parts of the 
basin have problems which are not always 
common to other basin regions. In the 
upper basin, irrigation is the primary 
need. In the lower—from Sioux City to 
the Missouri's mouth—nothing can take 
precedence over flood control. The 
natural boundaries within the basin itself 
do not end there.” The report continued : 

Because dry farming is at best a gamble 
in much of the Missouri basin, a broad pro- 
gram of irrigation is included in the initial 
stage of the Missouri basin plan. Congress 
already has authorized this part of the basin- 
wide program, along with the initial stage 
of the Army Engineers’ flood-control and 
navigation plans. The total cost of the initial 

Reclamation projects is estimated at $451,- 


It is noted that “in 1944 Congress au- 
thorized construction—when funds are . 
made available—up to $400,000,000, half 
for the Reclamation projects and half for 
those of the Army Engineers.” Of the 
$1,400,000,000 cost estimated for the en- 
tire basin-wide program (under prewar 
prices) about three-fifths is for projects 
to be undertaken by the Bureau of Rec- 
lamation. 

A detailed list is given of the 29 Rec- 
lamation projects, with the acreage to 
be irrigated, by states. The flood-control 
projects of the Army Engineers are also 
listed by states. 


XPECTATIONS as to “what the job will 
do” are indicated by the resources 
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New Irrigated 
re 


State 


North Dakota 
South Dakota 
Nebraska 
Kansas 


S at 


Installed 
Capacity 
(Kilowatts) 


up plies Power 
cres) Plants 
Saunas 6 
8 
3 
5* 


22 1,494,267 


*Gavins Point dam and power plant is on the South Dakota-Nebraska boundary. 


e 


to be added in the seven Missouri valley 
states where the developments are to be 
carried out. The table above presents 
a picture of the scope of this extensive 
undertaking in the additions to be made 
in irrigated lands and in hydroelectric 
power capacity. 

The benefits resulting from increased 
irrigation facilities in overcoming the re- 
curring drought problem which faces the 
farmer in some of these states are dwelt 
upon in this booklet. The Reclamation 
Bureau states that its investigations indi- 
cate that 


full agricultural progress in the Missouri 
basin requires expansion of the irrigated 
acreage. Engineers know that an irrigation 
farmer cannot make a living if getting water 
to the land is too costly. To assure him that 
power for pumping will not raise his farm- 
ing costs out of proportion to returns, the 
Bureau of Reclamation plans to make pump- 
ing power available at a cost he can meet. 


Under the heading “Power” is a state- 
ment which in effect outlines a basic 
policy of the Reclamation Bureau, as also 
of the other agencies of the Department 
of the Interior which operate Federal 
hydro power projects. It is noted that 
low-cost power developed at dam sites not 
only keeps annual operation and main- 
tenance costs of the irrigation farm with- 
in the ability of the irrigator to pay but, 
in addition, it will assure: “The large 
financial contribution toward construc- 
tion which makes the plan economically 
feasible; availability of the low-cost 
power that will enable REA and other 
codperatives to bring electricity to many 


sections now well below the national 
average in per capita consumption of 
electrical energy; power for additional 
industries to process products of the 
region and for mining and processing 
mineral resources.” 

The substantial amount of electric 
energy which will be available from these 
power installations is shown in these 
figures : 

The Missouri basin plan contemplates the 
installation, altogether, of almost 1,500,000 
kilowatts of power capacity, with a potential 
output well above 5,500,000,000 kilowatt 
hours annually, 

Irrigation requirements will absorb 900,- 
000,000 kilowatt hours a year, leaving over 
4,500,000,000 for industrial and commercial 
purposes. 


Cpe “many gains” which are antici- 
pated from these developments un- 
der “one plan” are outlined. In addition 
to irrigation and power, these “gains” 
are expected to apply to flood control, 
navigation, municipal water supplies, 
recreation, and wild-life conservation. 

_ Concerning the cost of this undertak- 
ing, the Reclamation Bureau states that 
“the Missouri basin plan will pay for it- 
self” and adds: 

Completion of the entire Missouri basin 
plan would cost an estimated $1,400,000,000. 
Of this, about $814,000,000 would be repaid 
to the Federal Treasury by water and power 
users. The remaining "$586,000,000 would be 
met by the Federal government, most of this 
being the nonreimbursable cost of flood con- 
trol and navigation, the benefits of which 
accrue to the general public. 

Of the total cost, about three-fifths is rep- 
resented by construction to be undertaken by 
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the Bureau of Reclamation and approximate- 

ly two-fifths by the Army Engineers. 

There are then set forth two tables of 
figures which are termed the “balance 
sheets of costs versus benefits.” The first 
gives the “approximate cost and the 
means by which it will be repaid” as 
shown above. 

With reference to the second table, it 
is commented: “In direct annual benefits 
to the nation, the Missouri basin plan 
promises to return more than twice as 
much as its yearly cost for construction, 
operation, and maintenance. The esti- 
mated annual cost figures are not to be 
confused with the annual payments re- 
quired by Reclamation Law.” The table 
is reproduced below. 

Setting forth the “gains for the na- 
tion,” reference is made to the jobs 
for returning servicemen which the con- 


& 


struction work will furnish, as well as the 
opportunities for settlement on irrigated 
farms. Also, the completion of the first 
stage of the development will offer, the 
bureau estimates, “an annual wholesale 
market for midwestern, eastern, and 
southern commodities of more than 
$100,000,000.” 

As to why this development is needed, 
the booklet has this to say: 


Ditches are the transmission lines of 
the irrigated farm. 

The irrigation ditch is to agriculture as 
the transmission line is to industry. Without 
the one, there can be no successful farming 
in areas of insufficient rainfall; without the 
other, there could be no industry on the scale 
known today. 

In the area known as the Great Plains, 
irrigation provides security. Under proper 
management an irrigated farm generally 
proves profitable. Reclamation is not in- 
tended to produce great wealth or sudden 
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riches, It should provide sustained crop pro- 
duction. It will permit diversification, so that 
crops essential for balanced farming opera- 
tions can be started with reasonable assur- 
ance of normal returns. 

Drought and flood—twin one of the 
farmer and the nation’s food supply—can be 
overcome largely by the irrigation and the 
flood control included in a basin-wide de- 
velopment. ... Full use of all western rivers 
would bring irrigation water to 43,000,000 
acres—half of them not yet irrigated—set- 
ting up islands of security in the 750,000,000 
tillable acres of the arid and semiarid West. 

Bureau of Reclamation irrigation projects 
had yielded over $4,000,000,000 by 1944. Cost 
to the Federal government for these irriga- 
tion facilities was slightly over $312,000,000, 
of which more than $67,000,000 already has 
been repaid by water users. The increased 
purchasing power accruing to the nation was 
about thirteen times the cost of the irriga- 
tion works. 


The Missouri basin program, the book- 
let points out, is “the first developed and 
inaugurated for a whole river basin in 
which the needs for irrigation, power, 
flood control, and navigation are merged 
and solved in basin-wide scope.” 

In the past, beneficiaries of irrigation 
projects had to pay the entire cost, under 
the provisions of the Reclamation Act 
of 1902. The changed situation, in which 
hydroelectric power has become so im- 
portant, is thus noted: 

The demand for hydroelectric power and 
additional water control that could be sup- 
plied only by such dams as Boulder and 
Grand Coulee grew during the same years 
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that technical progress made these dams pos- 
sible. To build them and other unified proj- 
ects so necessary in the West, meres de- 
veloped a new formula. This formula recog- 
nized that the sale of power and the value 
of flood control and navigation developed 
incidental to the irrigation project often can 
furnish revenues to pay that part of the ir- 
rigation cost which is beyond the repayment 
ability of the farmers. 


The comment that “in many instances 
power returns spell the difference be- 
tween feasibility and nonfeasibility, be- 
tween a reality and a dream,” expresses 
in brief the basic policy involving hydro- 
electric power installations on these Fed- 
eral projects. The income from market- 
ing the electric energy is required to 
make irrigation a salable proposition. 


Bees story presented in this booklet 
is well told and is instructive. It 
closes with a calendar, setting forth the 
dates—from 1903 to July, 1945—when 
the principal steps were taken in Con- 
gress leading up to the present active 
carrying out of the Missouri basin plan. 

A map (size 14 by 20 inches), in colors, 
of the approved Missouri river plan for 
unified development accompanies the 
booklet. It shows the Missouri river and 
its tributaries ; location of lands irrigated 
and to be irrigated ; the system of levees ; 
and the location of dams and power 


plants. 
—R. S.C. 





Survey of Urban Markets for Electrical Appliances 


N™ that wartime controls have been 

released on the making of house- 
hold appliances, manufacturers’ an- 
nouncements indicate that some produc- 
tion lines are already under way. 

As an aid to judging the sales possi- 
bilities in this field, the Scripps-How- 
ard newspapers have prepared a survey 
of the present and future markets for 
electrical appliances. This 45-page book 
contains tables and charts, with a variety 
of data compiled from personal inter- 
views with over 8,000 housewives in 13 
important urban markets which are 
enumerated below. 
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The information covers many angles 
of value in judging market potentialities, 
and is so presented as to serve as a prac- 
tical aid in analyzing the appliance situa- 
tion in the cities surveyed. It is not 
claimed that this survey represents a 
cross section of America’s urban popu- 
lation, but it does point up vividly the 
marked differences which exist in each 
of these urban markets. 

The 13 cities surveyed are as follows: 
Birmingham, Cincinnati, Cleveland, Co- 
lumbus, Denver, El Paso, Evansville, 
Houston, Indianapolis, Knoxville, Mem- 
phis, Pittsburgh, and San Francisco. 
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TVA Power to Be Brought 
Into Virginia 


B fpr VALLey AUTHORITY power will 
soon come into Virginia, as well as coun- 
ties in east Tennessee, for the first time, Davis 
L. McNeil, manager of the Powell Valley 
Electric Coéperative, disclosed last month with 
the announcement that the codperative had 
awarded a contract for construction of a trans- 
mission line and signed an agreement with the 
TVA to provide power at wholesale. 

A new loan allotment by the Rural Electrifi- 
cation Administration made the construction 
and the entry of low-cost TVA power into 
southwest Virginia and these counties in east 
Tennessee possible, McNeil said. 

The new transmission line will extend from 
a point near Rogersville in Hawkins county, 
Tennessee, to the load center of the Powell 
Valley Electric system in Lee county, a dis- 
tance of approximately 22 miles. It will pro- 
vide low-cost power for 2,010 consumers now 
being served by the codperative, plus 2,118 new 
customers, who will be connected under the 
codperative’s immediate expansion program 
calling for the building of 445 miles of dis- 
tribution lines. 

McNeil stated that, in addition to lines to 
be built immediately, the codperative has re- 
quested funds to build 290 miles of additional 
line to serve approximately 950 consumers. 
When these lines are completed, the codpera- 
tive will be rendering service to over 5,000 
rural cohsumers. Applications for still further 
extensions of lines are being signed daily, it 
was said. At present, Powell Valley Electric 
Coéperative has 450 miles of distribution lines 
in service. 

The Powell Valley Electric Codperative is a 
nonprofit, farmer-owned enterprise, organized 
to serve farmers and other residents of the 
area with electricity at the lowest possible cost. 
At present, lines of the co-op extend through 
areas of Lee, Wise, and Scott counties in Vir- 
ginia, and Hancock, Hawkins, and Claiborne 
counties in Tennessee. Present plans also call 
for the extension of the lines into Union and 
Grainger counties, Tennessee. 


Company Acquires More Firms 


Ms ANTON, president of Pennsylvania & 
Southern Gas Company, which recently 
Orange, New 


moved its general offices to East 
r 18th 


Jersey, from Philadelphia, on Septem 
OCT. 11, 1945 


The March of 
Events 


announced the acquisition by Pennsylvania & 
Southern of four additional gas utilities. 

Three of the companies, located in Elkton, 
Maryland, Elizabeth City, North Carolina, and 
Rock Hill, South Carolina, were purchased 
from Atlantic Gas Company of Delaware. The 
fourth plant was Valley Cities Gas Company 
of Athens and Sayre, Pennsylvania. 

Mr. Anton said his company now owns eight 
gas utility plants in four eastern states, and 
that it contemplated conversion of these plants 
from water gas production to the use of liqui- 
fied petroleum gas. 

The purchases were effected through the 
sale of a bond issue to Bioren & Co., Phila- 
delphia, 


SEC Approves Sale 


Sb Securities and Exchange Commission 
last month approved the joint proposal of 
United Utilities, Inc., and its wholly owned 
subsidiary, Central Gas Utilities Company, 
covering the sale of the utility assets of the 
latter company to Reece E. McGee, or his 
nominee, for $1,000,000 in cash, subject to clos- 
ing adjustments. 

Proceeds of the sale will be used by Cen- 
tral Gas to discharge a note indebtedness in 
the amount of $349,000 to its parent, and to 
redeem 6,000 shares of its $100 par value cap- 
ital stock now held by United Utilities. 

The application of United Utilities for an 
order exempting it and its subsidiaries from 
all provisions of the Holding Company Act 
on the ground that their operations, after the 
sale approved last month is consuminated, will 
be predominantly intrastate in character, was 
not passed upon by the commission, which re- 
served jurisdiction over the system for the 
present. 


Power Program Wide 


L. MARLETT, assistant administrator of 

e the Bonneville Power Administration, 
told of the proposed development of the Co- 
lumbia basin for power, i and navi- 
gation at meetings in Walla Walla, Washing- 
ton, last month. 

He said the projects would cost an esti- 
mated $750,000,000 and would induce new pri- 
vate investment of yO perme as 
well as sustain some 2,000,000 additional peo- 
ple in the Pacific Northwest. 

“The program advanced by the 5-state gov- 
ernors’ conference would add 1,500,000 kilo- 
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watts to the power capacity of the Northwest, 
make possible the irrigation of 1,000,000 to 2,- 

acres of additional land, not including 
the "Grand Coulee project, and would provide 
slack water navigation to Lewiston,” Marlett 
reported, 

Contributions of the Pacific Northwest to 
the war effort through the Bonneville and 
Grand Coulee power developments have been 
substantial, Marlett said, citing the Hanford 
atomic bomb project and several large alumi- 
num plants as examples. 


Sells Pipe-line Interest 


HE Chicago Corporation has sold its in- 

terest in Tennessee Gas & Transmission 
Company for $10,500,000 to a group headed 
by Stone & Webster, Inc., eastern engineering 
and utilities firm, Richard Wagner, president 
of Chicago Corporation, announced last 
month. 

Tennessee Gas operates the 1,265-mile 
Texas-West Virginia pipe line built during the 
war at the urgent request of the War Produc- 
tion Board for more gas in the Appalachian 
industrial area. The cost was estimated at 
approximately $55,000,000. 

Chicago Corporation, a large investment 
company with headquarters in Chicago, said 
the sale was made to avoid possible risk of its 
being classified as a natural gas company by 
the Federal Power Commission. Such a classi- 
fication might subject the corporation to reg- 
ulations which would interfere with the mo- 
bility and freedom of action essential to its 
operations as an investment company special- 
izing in supplying risk capital to industry, it 
was said. 

Contracts providing that Chicago Corpora- 
tion sell to Tennessee 90 per cent of its initial 
gas requirements until September 1, 1970, were 
not affected by the sale. 

Tennessee Gas & Transmission was organ- 
ized in 1940 by Curtis B. Dall and four asso- 
ciates, 

In September, 1943, the company obtained 
from the FPC a certificate of convenience and 
necessity for the pipe line running from near 
Corpus Christi, Texas, to Cornwall, West Vir- 
ginia. The necessary construction priorities 
already had been obtained from the War Pro- 
duction Board. 

Dall and his associates soon afterward sold 
all of their Tennessee Gas preferred stock and 
90 per cent of the common to Chicago Cor- 
poration for $500,000 cash and a 10 per cent 
interest in the reorganized company. Tennes- 
see had arranged to buy its gas from Chicago 
Corporation, which has extensive Texas gas 
properties. 

Construction of the pipe line began in Oc- 
tober, 1943, and was completed about a year 
later. The cost was financed by a $44,000,000 
loan from the Reconstruction Finance Cor- 
poration and funds of Chicago Corporation. 
The debt was refinanced last May when Ten- 


nessee Gas sold $35,000,000 of first mortgage 
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3 per cent pipe-line bonds and $7,500,000 of 5 
per cent preferred stock, and arranged a $15,- 
000,000 loan through large Chicago and New 
York banks, 


Transit Association to Meet 


HE American Transit Association will con- 

duct a business meeting of member com- 
panies on November Ist and 2nd in the Stevens 
hotel, Chicago. It will be the first meeting of 
the group since 1942, 


Utility Proposals Approved 


|B pow ey of the Columbia Corporation 
and distribution of its net assets as a 
liquidating dividend to its parent, the Colum- 
bia Gas & Electric Corporation, was approved 
recently by the Securities and Exchange Com- 
mission as being necessary to “effectuate com- 
pliance with the provisions of § 11(b) of the 
Holding Company Act and a commission or- 
der of November 30, 1944.” 

On June Ist, the books of Columbia Cor- 
poration listed the following assets: $1,762,800 
of first mortgage, 6 per cent series A bonds of 
the Union Light, Heat & Power Company; 
5,125 shares of 6 per cent series A cumula- 
tive preferred stock of Columbia Gas, valued 
at $409,482; 1,646 shares of 5 per cent cumula- 
tive preferred stock of Columbia Gas, valued 
at $147,535; 2,011 shares of 5 per cent cumula- 
tive preferred stock of Columbia Gas valued 
at $201,100; 74,408 shares of common stock 
of Columbia Gas valued at $2,548,429; 2,083 
shares of $3 preference stock of the United 
Corporation, valued at $115,616; 9,380 shares 
of common stock of the United Corporation 
valued at $335,342 ; $1,079,681 in cash and $30,- 
849 of receivables from affiliates. Liabilities 
aggregated $57,432. 

Columbia Gas, which carries the value of its 
investment in Columbia Corporation at $5,- 
750,000, will record the net assets acquired 
from its wholly owned subsidiary at $3,804,- 
371. It will make disposition of the $1,945,- 
628 difference by charging special capital sur- 
plus and by crediting earned surplus since De- 
cember 31, 1937, with $2,468,816 and $523,188, 
respectively. Columbia Gas will then retire the 
preferred, preference, and common stocks re- 
ceived in the liquidation of Columbia Cor- 
poration. 


FPC Urged to Veto Rate Raise 


OUNSEL for the Federal Power Commis- 

sion and a representative of two Federal 
agencies last month urged the commission to 
deny a request of four companies for higher 
natural gas rates. 

Harry R. Booth, utilities counsel for the Of- 
fice of Price Administration, who also repre- 
sented the Office of Economic Stabilization, 
urged the commission to deny the request on 
the grounds that the increases would be in- 
flationary. Harry S. Littman, assistant gen- 
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eral counsel for the FPC, urged the commis- 
sion to deny the higher rates. 

The companies which have asked for a 
higher rate schedule are the United Fuel Gas 
Company, Warfield Natural Gas Company, 
Huntington Development & Gas Company, 
and Cincinnati Gas Transportation, all sub- 
sidiaries of Columbia Gas & Electric Corpora- 
tion, New York, 

The four companies supply gas to about 1,- 
300,000 customers in Kentucky, West Virginia, 
Ohio, Pennsylvania, Maryland, New York, 
and the District of Columbia. 


Utility Wins SEC Approval 


HE Securities and Exchange Commission 

on September 20th endorsed the reorgani- 
zation plan of the Spokane Gas & Fuel Com- 
pany, a subsidiary of the Cities Service Power 
& Light Company, and announced that it would 
apply to a United States District Court for 
an order to enforce the terms and provisions 
of the plan. 

On September 8, 1944, the SEC directed the 
company to recapitalize on a “sound financial 
basis,” with not more than one class of debt 
and one class of stock in amounts appropriate 
to its net earnings and assets. The approved 
plan meets those requirements, and involves 
the following: 

1. Surrender by Cities Service to Spokane 
for cancellation $474,600 of Spokane’s first 
mortgage 5 per cent bonds, due August 1, 1944, 
with all unpaid interest. 

2. Extension of the maturity date to August 
1, 1974, and reduction in the interest rate from 
5 to 3 per cent from and after August 1, 1943, 
of $524,100 of Spokane first mortgage 5 per 
cent bonds, due August 1, 1944. 

3. Surrender by Cities Service to Spokane 
of a 6 per cent note for $349,000; a 6 per cent 
note for $93,615; and 10,000 shares of Spo- 
kane’s $100 par value common stock. 

4. Cancellation by Spokane of $300,000 of its 
6 per cent preferred stock and the issue by 
Spokane to Cities Service of 10,000 common 


shares without par value but with an agreed 
stated value of $350,000. 

5. Spokane will write down the ivy utility 
plant, carried on its books at $3,025,786 on De- 
cember 31, 1944, to $1,226,480, representing 
the original cost as determined by the Wash- 
ington Department of Public Utilities. 


China Transfers Utilities 


"Bynes government officials recently re- 
turned the city power plant, keystone of 
Shanghai public utilities, to its American own- 
ers in the first major test of Chungking’s 1943 
treaty guaranteeing the return of foreign 
propertv seized by the Japanese. 

The British-owned gas and waterworks 
companies were also returned. 

Chinese and American authorities were said 
to be forcing Japanese to return thousands of 
tons of coal to the power plant, where only six 
days’ supplies were on hand. The Japanese had 
been selling the coal throughout the city. 

It was reported that while the coal supply 
was short, 60,000 tons were available in the 
Shanghai area, assuring adequate supplies un- 
til private operators resumed imports from 
the north. 

Workers and technicians released from in- 
ternment camps will help operate the utilities 
while the United States Army is flying in other 
experts and technicians. 

The American-owned telephone company, 
taken over in the name of T. C. Tsao, direc- 
tor general of the Shanghai Public Utilities 
Commission, has also been returned. 

When Ministry of Communications repre- 
sentatives delayed in turning back the Shang- 
hai Telephone Company to Americans, Am- 
bassador Patrick J. Hurley settled the matter 
in a few minutes by going direct to Generalis- 
simo Chiang Kai-shek, who took immediate 
action. The ministry's agents released the 
company overnight. Municipal officials were 
reported to be pressing for participation in the 
operation of the company and this still was the 
subject of local controversy. 


Arkansas 


AP&L Hearing Postponed 


HE Federal Power Commission recently 

postponed to December 4th a hearing set 
for September 26th to determine Arkansas 
Power & Light Company accounting adjust- 
ments. 

R. E. Ritchie, vice president of the Arkansas 
Power & Light Company, said that the post- 
ponement was not unexpected, since the FPC’s 
hearing in its natural gas investigation prob- 
- would not be completed before September 

ith. 

The hearing resulted from an FPC order di- 
recting the AP&L to show cause why it should 
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not conform to the Federal agency’s system 
of accounts, rather than the system ordered 
by the state public service commission, 


To Buy Distribution Lines 


HE state public service commission re- 

cently authorized the Arkansas Power & 
Light Company to buy electric distribution 
lines from the Dyess Rural Rehabilitation 
Corporation for $13,510 and allocated to the 
company certain rural territories in the Dyess 
colony area in Mississippi county. AP&L also 
was granted permission to build 40 additional 
miles of lines at an estimated cost of $32,000. 
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The commission refused the conflicting ap- 
plication of the Mississippi County Electric 
Codperative, Inc., of Blytheville Bere it 
found that AP&L rates would be substan- 
tially lower than those of the codperative. It 
held that the company, by maintaining repair 
facilities at Dyess colony, could furnish more 
adequate service than the codperative, which 
proposed maintaining the lines from Blythe- 
ville, a distance of 45 miles. 

The commission allocated rural territories 
in Grant county to the AP&L and C&L Rural 
Electric Codperative of Star City in accord- 
ance with an agreement between the two com- 
panies. Intervention of the First Electric Co- 
Operative of Jacksonville was withdrawn. 

AP&L was granted permission to construct 
84 miles of lines at an estimated cost of $66,260 
to serve 312 customers, with annual revenue 


estimated at $9,360. The codperative was 
granted permission to build 60 miles of lines 
at an estimated cost of $54,000 to serve 224 
customers, with annual revenue of $8,064. 


Waterworks Sale Approved 


HE state public service commission last 

month authorized the Arkansas Utilities 
Company to sell its waterworks system and 
surrounding property to the city of Helena for 
$360,000 of waterworks revenue bonds, 

The order stipulated that no accounting en- 
tries reflecting the sale be made on the com- 
pany’s books until it has fully complied with 
the commission’s uniform system of accounts. 
The commission also directed the company to 
file within thirty days a detailed statement 
showing disposition of proceeds from the sale. 


California 


Public Utilities Head Named 


AMES H. Turner, chief engineer of San 
Francisco public utilities, was recently 
named head ” the utilities, including Hetch 
Hetchy water, the railway system, and airport, 
to succeed E. G. Cahill, whose resignation as 
manager becomes effective November 15th. 
Turner, native of San Francisco and World 
War I veteran, will take over the management 
about November Ist, at a salary of $12,000 a 
year, according to Marshall Dill, president of 
an Francisco's public utilities commission. 


State Control Urged 


Be pean pera processes should be invoked 
and the people who are affected given an 
opportunity to determine how the Central Val- 
ley project of California is developed and ad- 
ministered, Harrison S. Robinson, president of 
the state chamber of commerce, told the Cen- 
tral Valley’s Council of the chamber in an ad- 
dress at Sacramento last month. He set forth 
reasons why, he said, power and irrigation 
phases of Central Valley should be directed by 
California and not by Washington, 

Robinson struck out at what he termed the 
“nationalization” of the valley under control 
of Federal bureaus. 

“If there are people in California, or if there 
are people in some community in our state, 
who want to take over certain means of pro- 


duction and have them publicly owned and op- 
erated, let them raise the issue as did the Brit- 
ish Labor party last July,” he said. “If the 
limit on farms in irrigated areas is to be 160 
acres or 40 acres or 10 acres, let the change 
be effected by democratic procedures and let 
the displaced owners be compensated. 

“But let us not tolerate any Federal bureau 
using the powers and money of the United 
States government to lure or scheme our state 
into situations vitally affecting our social and 
economic structure without the approval of our 
citizens, given after the issues are clearly de- 
fined, openly debated, and regularly voted on.” 


Transit Debt to City Set 


ag nner for $108,000 of the Los Angeles 
Transit Lines’ obligations to the city in 
connection with abandonment of tracks and 
subsequent paving was proposed recently by 
the board of public utilities. 

The proposal, submitted to the company, 
covers 34 locations in city streets where its 
predecessor, the Los Angeles Railway, aban- 
doned operations of tracks operated under 
franchise but have deferred removal of all or 
part of the tracks. 

The board reported the board of public 
works estimated $108,000 as a fair payment 
under which the city would take over owner- 
ship of the track facilities and liquidate the 
removal and paving obligations of the concern. 


District of Columbia 


Commission Opens Probe 


Tt District of Columbia Public Utilities 
Commission on September 22nd announced 
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it had begun its annual investigation into the 
rates of the Potomac Electric Power Com- 
pany. Commission officials said the study is 
aimed at the determination of “reasonable, 
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just, and nondiscriminatory” rates for the year 
beginning next March Ist. 
The investigation was ordered even though 


PEPCO is still seeking court action to rescind 
a 1944 rate reduction order from the commis- 
sion. 


Georgia 


Commission Opens Investigation 


HE state public service commission has 

opened an investigation of the proposed 
sale of Atlanta Gas Light Company by Con- 
solidated Electric & Gas Company to Southern 
Natural Gas Company, Commission Chairman 
Walter McDonald said recently. 

The commission sent a telegram to Ganson 
Purcell, Securities and Exchange Commission 
chairman, advising him that the state is con- 
cerned over the proposed purchase of Atlanta 
Gas by a pipe-line companv from which it now 
purchases all natural gas sold in Georgia. The 


commission asked that the SEC take no ac- 
tion on approving the sale until after the state 
public service commission can complete its in- 
vestigation. 

Mr. McDonald said there i is no “convenience 
and necessity” provision in Georgia utility law 
regulating this character of utility; therefore, 
no approval of the proposed sale is necessary 
from the Georgia commission inasmuch as the 
projected plan of purchase does not involve 
issuance of any new securities by the local gas 
company. The only legal action which .the 
commission can take is intervention in ‘pro- 
ceedings before the SEC. 


Illinois 


To Drop Streetcars 


_—- to replace 22 streetcar routes with 
motor and trolley bus routes, to modernize 
4 heavily traveled car lines, and to install an 
express bus line as an experiment were an- 
nounced last month by officials of the Chicago 
Surface Lines. 

The changes are to be made as quickly as 
new and necessary equipment can be obtained. 
The cost of the equipment is estimated at $22,- 


000,000 and can be financed with renewal funds 
now in the company’s treasury. Already the 
lines have on order 200 new streetcars and, 
under the plan, 400 more are to be ordered. 
To the 195 busses on order now will be added 
480 more, for a total of 675. Of these, 210 
are to be of the trolley type. 

John E. Sullivan, chairman of the board of 
management, said steps would be taken to ask 
the Federal District Court, which controls the 
lines, to authorize the expenditure. 


Indiana 


Transit Modernization Planned 


Gems modernization program which in- 
volves the purchase of 214 new transit 
vehicles was announced by the Indianapolis 
Railways recently. Plans call for the expendi- 
ture of $3,481,800 and will include replacement 
of half of its present fleet of 421 busses, track- 
less trolleys, and streetcars with new rolling 
stock, according to Harry Reid, president. The 
new vehicles will be trackless trolleys and 
busses. 

Fifteen new trackless trolleys (also known 


as trolley coaches) already are on order and 
the balance of the program will proceed just 
as rapidly as new vehicles and other transit 
equipment can be obtained, Mr. Reid said. 
These new trackless trolleys are being manu- 
factured by the Marmon-Herrington Company 
of Indianapolis and delivery is anticipated 
sometime after the first of the year. These 
new vehicles will augment the present fleet of 
147 trolley coaches now in operation. 

Alo planned is the installation of a two-way 
radio communication system to aid dispatching 
and operation of equipment. 


ve 
Kentucky 


September 19th when the state public service 
commission approved construction of 917 miles 
“of lines to serve 3,052 new customers in 5 
counties at an estimated cost of $1,062,148. 
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Line Extensions Granted 


pe expansion of rural electrification 
in Kentucky was given a sharp boost on 
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The permits were divided between the 
Fleming-Mason Rural Electric Codperative, 
Flemingsburg, and Kentucky-West Virginia 
Power Company, Ashland, after executives of 
the two utilities settled all conflicting terri- 
torial claims in an informal conference before 
the hearing. 

The codperative was awarded around 700 
miles, estimated to cost $735,000 and serve 2,- 
100 new customers in Carter, Greenup, Elliott, 
Lawrence, and Rowan counties. 

The privately owned utility was awarded 
two separate projects. The larger project re- 
sulted from counterclaims against the codp- 
erative’s application, and netted the utility ap- 
proximately 172 miles, estimated to cost $250,- 
000 and serve 700 new customers in Carter, 
Greenup, Lawrence, and Rowan counties. 

The second project was uncontested. In it 
the commission approved a 45-mile extension 
of a Kentucky-West Virginia rural line in 
Lawrence county, estimated to cost $77,148 and 
serve 252 new customers. 

For the codperative, last month’s approval 
represented a 63 per cent expansion of present 


facilities, but is only about half of the expan- 
sion planned for the immediate future, it was 
said by J. K. Smith, manager. The codperative 
now serves 3,200 rural consumers on 1,100 
miles, but peacetime expansion contemplated 
will reach some 10,000 consumers on 2,7 
miles of line, Smith added. 

The codperative originally asked approval to 
build 1,025 miles, but Kentucky-West Virginia 
contested 195 miles on grounds it was in bet- 
ter territorial position to give service. The 
differences were reconciled during a confer- 
ence, thereby eliminating controversial testi- 
mony at the hearing. 


Co-ops Must Get State OK 


URAL electric codperatives must obtain per- 

mission from the state public service com- 
mission to borrow funds from the Rural Elec- 
trification Administration, Attorney General 
Dummit recently advised Thomas F. Young, 
Corbin attorney representing the Cumberland 
Valley Rural Electric Codperative Corpora- 
tion. 


e 
Maryland 


Reduced Transit Fare Urged 


ayor McKeldin was asked recently by 
Paul Robertson, chairman of the Re- 
publican City Committee, to aid in “seeing that 
the Baltimore Transit Company assumes its 
rightful and proper obligations . . . in the mat- 
ter of street maintenance and replacement.” 
“The substitution of bus for trolley trans- 
portation by the Baltimore Transit Company 
places the entire burden of street maintenance 
and replacement upon the shoulders of our 


taxpayers,” he said in a telegram to the mayor. 
“May we look forward to your valued assist- 
ance in our efforts to secure a reduced fare 
and also your help in seeing that the Baltimore 
Transit Company assumes its rightful and 
proper obligations to the people of this com- 
munity in the matter of street maintenance 
and replacement?” 

Under the terms of the franchises it holds 
in the city, the Baltimore Transit Company is 
charged with the maintenance of a certain por- 
tion of the street bed on which it has tracks. 


” 
Michigan 


Opposes Gas Export 


HE state public service commission will 
oppose the attempt of Panhandle Fastern 
Pipe Line Company to obtain Federal permis- 
sion to export natural gas to Canada, William 
J. McBrearty, commission chairman, reported 
recently. 
McBrearty said the company had petitioned 
the FPC for a hearing February 18th in Wash- 
ington on the application to furnish 5,500,000,- 


000 cubic feet of gas a year to the Continental 
Union Gas Company of Canada. 

Michigan’s opposition, McBrearty said, re- 
sults from the fact the state was able to pur- 
chase only 37,000,000,000 cubic feet of gas 
from the Panhandle Company last year “when 

* we could have used 100,000,000,000 cubic feet.” 
He declared: “We feel our natural resources 
should not be exported when we aren’t getting 
enough from the company to meet the demands 
of Michigan customers.” 


* 


Missouri 


Utility Pays City Tax 
gina of $504,919 in utility franchise 
taxes on gross receipts of Union Electric 
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Company of Missouri for the 6-month period 
ended last June 30th included taxes on busi- 
ness of the Laclede Power & Light Company 
taken over by Union Electric last March 3lst, 
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Mayor Aloys P. Kaufmann of St. Louis an- 
nounced recently. 

Pointing out that Laclede was exempt from 
a of the tax under its franchise, Mayor 

aufmann said the city had expected a fight 
with Union Electric over collection of the tax 
on Laclede’s former business if Union Electric 
took the position the tax could not be levied 
until the Laclede business had been integrated 
into the Union Electric system. 

The taxes paid last month represented the 5 
per cent tax on gross receipts of $10,098,383 


and included $35,000 estimated tax on that por- 
tion of the business from former Laclede cus- 
tomers, Mayor Kaufmann said. 

The mayor's statement said J. Wesley Mc- 
Afee, Union Electric president, had informed 
city officials that the company, while it had 
considered the contention that the Laclede busi- 
ness was still exempt, decided to waive the 
claim and pay the tax in the same manner and 
to the same extent as on its regular business. 

Tax on the business acquired from Laclede 
will amount to about $140,000 annually. 


w 
Nebraska 


Group to Probe Vote 


A® investigation of the recent Nebraska 
City power election was ordered by the 
legislative council, research body for the state 
legislature, at a meeting on September 21st. 
The council, however, rejected a proposal that 
it make a personal investigation of TVA. 
Senator Walter Raecke, chairman of the 
council, was directed to appoint a committee 
to probe the election at Nebraska City where 
the people voted to acquire the property of 
Consumers Public Power District. Members 
of the committee named by Senator Raecke are 
Senators James H. Anderson, Cliff Ogden, Joe 
Reavis, Dan Garber, and C. Petrus Peterson. 
Motion for the investigation was made by 
Senator James H. Anderson, Scottsbluff, after 
a letter from H. J. Wisner, Scottsbluff, chair- 
man of the board of directors of Consumers, 
stating his reasons for requesting an investi- 
gation had been read. The president of Con- 
sumers’ board said that “loose and false” 


charges were made in advertising during: the 
campaign preceding the election and thatthe 
board felt that people had a right to know who 
was responsible for putting “false statements 
in circulation.” 

Anderson said he had seen some of the ad- 
vertisements used by those favoring the citv 
purchasing the property from Consumers and 
that it appeared there was an “organized cam- 
paign of vilification.” 

The motion to reject the suggestion made 
by the Nebraska State Journal that the coun- 
cil make a trip to the TVA to study it was 
made by Senator Edwin Schultz, Elgin. 
Schultz said “there is no need to send persons 
on a vacation trip at public expense. The in- 
formation to be obtained would be only what 
TVA wanted to put out.” 

In support of the motion, Senator Peterson 
said the question of an MVA is an important 
one in Nebraska but he did not believe there 
wou'd be any value in making an investigation 
of the TVA. 


New York 


Dewey Pressing Seaway 
Demands 


OVERNOR Dewey on September 21st said 
he had sent a telegram to President Tru- 
man on the St. Lawrence seaway development, 
but that he did not intend to make public the 
contents of the message at that time. be 
It was learned, however, that the governor 
acted on reports from Washington that a group 
there was considering the introduction of legis- 
lation which would ignore New York state’s 
rights to water power developed in the project. 
If such legislation is offered, he will oppose 
any plan which would make another TVA 
development on the St. Lawrence, with New 
York “dealt out.” 

The state has appropriated $1,500,000 over 
the years for its power authority, which has 
been working on plans for development of 
St. Lawrence power. It is felt that this invest- 
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ment by the state would be lost if the Federal 
government took over. 

Governor Dewey, as a presidential candidate 
and before and since then, has adhered to a 
position in favor of the St. Lawrence seaway 
development. 


Fight Electric Rate Cut 


C= with the smallest consumption 
of electric energy are unduly favored in 
the rate schedules proposed by the Consoli- 
dated Edison Company to put into effect an 
aggregate rate reduction of $6,000,000 a year, 
it was charged recently at a hearing before the 
state public service commission in New York 
city. The complaint was voiced by Morway 
Picket, counsel for the Midtown Realty Own- 
ers Association and other groups that want 
the cuts made on a different basis, 

In response to a question by Herman E, 
Cooper, counsel for the Brotherhood of Con- 
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solidated Edison Employees, CIO, F. M. Terry, 
Consolidated Edison rate engineer, said the 
minimum rate under the new schedule would 
be $1.50 bimonthly instead of $1.80 as at pres- 
ent. In his opinion, Mr. Terry said, there. is 
no overcharge in the $1.50 figure. 

Under further questioning by Mr. Cooper, 
Mr. Terry estimated that the savings to the 
company from reading meters bimonthly in- 
stead of monthly was slightly in excess of 

1,000,000 a year. The brotherhood is oppos- 
ing the continuation of bimonthly billing, 
which was started in 1943 as a war measure 
to conserve man power. 

Of the total savings to residential customers, 
Mr. Terry testified, 65 per cent will go to those 
who use 100 or less kilowatts bimonthly, 30.4 
per cent to those using 101 to 180, and 4.6 per 
cent to those using 181 to 260. 

The new schedules were submitted by the 
company after it agreed to make the $6,000,000 
cut as part of the procedure whereby the pub- 
lic service commission approved the absorp- 
tion of separate operating units into one cor- 
porate structure. 


Commissioner Appointed 


Cr Spencer B. Eddy, Saratoga Springs 
lawyer, just returned from military serv- 
ice in the South Pacific, was appointed on Sep- 
tember 19th by Governor Thomas E. Dewev to 
the state public service commission, succeeding 
Howard B. Donaldson, of Watertown, who 
drowned several weeks ago at his summer 
camp in Ontario. 

Colonel Eddy will serve at a salary of $15,- 
000 a year for the rest of Mr. Donaldson’s full 


10-year term, which expires eno Ge i, 1955. 

olonel Eddy, forty-nine, on the 
staff of General Douglas MacArthur and par- 
ticipated in the invasion of the Philippines. He 
also accompanied General MacArthur on the 
March to Tokyo. He commanded a detachment 
of Philippine scouts in the battle for Manila 
and later was alien property custodian for the 
Philippines. Former counsel for the Saratoga 
Springs commission, Colonel Eddy was elected 
Saratoga county judge in 1940. He went on 
military leave in March, 1942. 


Employees Ask Election 


H ERMAN E. Cooper, attorney for the Broth- 
erhood of Consolidated Edison Em- 
ployees, Congress of Industrial Organizations, 
announced recently that the’ union had peti- 
tioned the regional office of the National La- 
bor Relations Board for an election to deter- 
mine the collective bargaining agency for 24,- 
000 of the company’s employees in New York 
city. 

Agreement on such an election was the for- 

mula that ended a recent strike threat. 


Merger Approved 


AS amended plan for the consolidation of 
one holding and three operating com- 
panies, which comprise the western division of 
the Niagara Hudson Power system, into a 
single operating company has been approved 
by the state public service commission, it was 
announced recently. The authorization, how- 
ever, is contingent upon ratification of the 
plan by stockholders of the four companies. 


Pennsylvania 


Unions Promise Backing 


Peevanctat support was pledged to the 200 
striking employees of the Conestoga Trans- 
portation Company in Lancaster on September 
22nd by 30 other local unions affiliated with 
the American Federation of Labor. 

A strike fund of $200,000 was authorized 
by 125 representatives of local union organiza- 
tions at a meeting called by the Central Labor 
Union the afternoon of September 22nd. 

In a 4-hour session the union representatives 
authorized the CLU executive board to call a 


general work holiday of all AFL members in 
Lancaster. The time for the “holiday” was not 
fixed, but was made contingent on the com- 
pany’s reconsideration of the 6-point program 
offered as a basis for ending the walkout. 

Another resolution authorized the employ- 
ment of an attorney to bring an action against 
Lancaster police who assertedly used their 
authority “indiscriminately” against union 
members in the early days of the strike, then 
in its fourth week. 

If the work holiday is called, 12,000 em- 
ployees of Lancaster plants will be affected. 


Texas 


City Gets Adjustment Check 


A CHECK for $41,373.66 from the Houston 
Lighting & Power Company to the city, 
as adjustment for electric service charges to 
the city, was announced last month by Mayor 
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Pro Tem O’Banion Williams. It was reported 
the payment adjusted street lighting, water 
pumping, and sewage treatment electricity 
charges to conform with the new operating 
agreement between the city and the company, 
which is retroactive to January 1, 1945. 
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The Latest 
Utility Rulings 


Right of Electric Company to Sell 
Property to Codperative Upheld 


A application for authority to sell 
electric utility properties to a rural 
electric association was approved by the 
Colorado commission, with the state- 
ment that, generally speaking, a prop- 
erty owner should be allowed to sell un- 
less it would be detrimental to the pub- 
lic so to do. It seemed that the proposed 
sale and purchase were in the public in- 
terest. 

The purchaser is a nonprofit codpera- 
tive association incorporated under the 
provisions of Chap 52 of the Session 
Laws of Colorado, 1913, and is financed 
and supervised by Rural Electrification 
Administration. Counsel for the associa- 
tion made it clear that if there was any 
question as to its right to own and oper- 
ate the acquired public utility lines as a 
part of its business or to operate as a 
utility, if it must, under the applicable 
statutes as to the acquired lines, the as- 
sociation was willing to amend its charter 
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and its bylaws to meet the situation, and 
to do anything that might be necessary 
under the law to permit it to carry on the 
operation as a utility or otherwise. The 
commission said: 


We do not believe it is necessary at this 
time, and it probably is not within our juris- 
diction in this proceeding (Natatorium Co. 
v. Erb (1921) 34 Idaho 209, PUR1922A 187, 
200 Pac 348), to find that the association 
cannot operate as a cooperative and a utility 
at the same time, if that be the effect of this 
transfer, although there is some authority to 
the effect that by so doing it would become 
a utility as to all its operations. As a general 
rule, an owner or the person in control of 
property becomes a utility only when and to 
the extent that his business and property 
are devoted to a public use. In our decision, 
Re Highland Utilities Co. (1944) 56 
PUR(NS) 101, the question is discussed at 
length. 


Re Commonwealth Utilities Corp. (De- 
cision No. 24809, Application No. 
1164-A). 


Commission Cannot Prevent Rural Electric 
Extension into Codperative Territory 


HE Georgia commission dismissed 

for lack of jurisdiction a complaint 
by a rural electric codperative against 
the construction of a rural line extension 
by an electric company. The commission 
has required private utilities to file in- 
formation with respect to proposed rural 
line construction exceeding one mile in 
length. Codperative organizations for a 
time furnished similar information vol- 
untarily, although the commission has no 
jurisdiction over such organizations. 
Questions of service area have generally 
been adjusted without the necessity of a 
hearing. 
OCT. 11, 1945 


The single issue presented in the in- 
stant case was the question of invasion 
of territory of the codperative, which re- 
quested an order of the commission di- 
recting the company to cease construc- 
tion. The codperative’s position was that 
plans had been prepared to serve the area 
prior to the war and that an allotment of 
funds was made for this extension among 
others, but that construction was halted 
as a result of the war. The company’s 
position was that its responsibility to ex- 
tend service did not permit it to refuse 
to construct an extension to applicants 
who chose to receive service from the 
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company and to whom the company had 
promised service. The commission said: 


While in some jurisdictions the state regu- 
latory commission has been delegated the 
specific authority to define and allocate serv- 
ice areas between private utilities and co- 
Operative organizations, there is no such au- 
thority given to this commission; in fact, 
the “Electric Membership Act of 1937” 
specifically provides that the commission is 
to have no jurisdiction of any character 
over the corporations organized pursuant to 
that act. While under the Andersonville 
Case [(1936) 182 Ga 706, 17 PUR(NS) 94, 
186 SE 839] the commission can require 
utility companies subject to regulation to ex- 
tend service lines, certainly there is nothing 
in the statutes vesting authority in the com- 


=e 


Commission Rule Not Superseded by Office 
Of Defense Transportation 


HE Office of Defense Transporta- 

tion and the state commission exer- 
cise concurrent jurisdiction over certain 
phases of transportation in Pennsylvania, 
but, within the ambit of that concurrent 
jurisdiction, says the state commission, 
either is supreme in its own field. The 
requirements of both bodies must be met 
if operations which are subject to their 
control are to possess the attributes of 
legality. 

This ruling was made in a case where 
the holder of a certificate of convenience 
and necessity had transported persons 
for hire within the commonwealth of 
Pennsylvania, using busses belonging to 
a person in New Jersey. None of the 
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mission which would authorize it to prohibit 
the extension of service in any area, or other- 
wise make a division of service area by re- 
stricting the construction of lines. Since an 
agreeable solution was not developed at the 
conference on this matter, and since an order 
of the commission requiring further exten- 
sion of service by the company to prevent 
isolation of prospective consumers is not 
requested or desired by complainant, and 
since, as stated above, the commission does 
not have statutory authority to make a divi- 
sion of territory between these two agencies, 
the complaint is dismissed for lack of juris- 
diction. 


Lamar Electric Membership Corp. v. 
Georgia Power Co. (File Nos. 19314-4, 
G-25). 


busses was listed on the equipment cer- 
tificate of the operator. 

The carrier admitted that the busses 
were hired for this transportation serv- 
ice and that they were operated without 
any equipment certificate. It was con- 
tended that the lack of certification was 
excused because the transportation was 
permitted by the Office of Defense 
Transportation. 

Although the commission did not be- 
lieve that the offense was of such a char- 
acter as to necessitate revocation of the 
certificate, it was of the opinion that a 
penalty of $50 should be imposed. Re 
Wyckoff (Application Docket No. 
54149, Folder 3). 


No Change in Accounts Required for Minor 
Difference in Cost 


Che Missouri commission, in finding 
original cost of property used in 
public service of the Capital City Tele- 
phone Company and ordering original 
cost, as found, to be recorded in the 
books, adopted the company’s cost 
figures although differing from figures 
presented by the engineering department 
of the commission. 
The commission said: 


Although not in complete accord, there is 
but a very minor difference in totals between 
the adjusted original cost as reflected by 
company Exhibit B and the original cost 
estimates shown in commission Exhibit CE- 
4. On the surface it would appear that we 
should not disturb the company books by 
requiring it to adopt our engineers’ figures. 
We realize that. under special circumstances, 
the improper classification to accounts may 
cause distortion which may result in im- 
proper depreciation accounting. We have 
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tested this feature by the application of com- 
mission engineers’ recommended rates for 
depreciation to the respective showings and 
found that the difference between the amount 
when applied to commission engineers’ esti- 
mated original cost and that found when 
applied to the original cost as shown by the 
adjusted books of the company is negligible. 
Because of the small difference involved in 
total, and the corresponding slight differ- 
ence between the amounts of annual de- 


preciation to be set up by the respective meth- 
ods, and further because of the great amount 
of work and additional cost that would be 
required to recast the company’s books for 
this small item, we are of the opinion that 
the original cost of property used in public 
service as shown in company’s Exhibit B 
should be adopted. 


Public Service Commission v. Capital 
City Telephone Co. (Case No. 10010). 
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Power Company Not a Public Utility under 
Federal Power Act 


HE Federal Power Commission has 

ruled that Puget Sound Power & 
Light Company is not a “public utility” 
as defined in § 201 of the Federal Power 
Act. Accordingly, the commission dis- 
missed for lack of jurisdiction applica- 
tions for authority to sell or otherwise 
dispose of electric properties. The com- 
pany had requested the authorizations or, 
in the alternative, dismissal for lack of 
jurisdiction. 

The commission had previously en- 
tered an order pursuant to § 202(d) of 
the Federal Power Act with respect to 
the company’s use of its interconnections 
with the Washington Water Power 
Company, the city of Seattle, and Bon- 
neville Power Administration and inter- 
connected systems during the war emer- 
gency, but not beyond ninety days after 
cessation of hostilities. It had also au- 
thorized transmission of energy from the 
United States to Canada for the purpose 
of relieving a war emergency situation on 
the electric system of British Columbia 
Electric Railway Company, Ltd., which 
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was to be terminated ninety days after 
cessation of hostilities. 

It had also granted a presidential per- 
mit to import from Canada a small 
amount of energy annually for local dis- 
tribution in Point Roberts, Washington. 
The transactions referred to in these 
orders were authorized to be carried out 
without causing the applicant to be con- 
sidered a “public utility” by reason 
thereof. 

With the exception of the transactions 
referred to, none of the facilities owned 
or operated by the company is used for 
transmission or sale at wholesale of elec- 
tric energy transmitted from any state 
and consumed at a point outside. The 
company does not own or operate facili- 
ties for transmission or sale at whole- 
sale of electricity in interstate commerce 
within the meaning of the act, said the 
commission, and the proposed sale and 
issuance of securities are not subject to 
the requirements of §§ 203 and 204. Re 
Puget Sound Power & Light Co. 
(Docket Nos. IT-5962, IT-5963). 


Time Limit Should Be Placed on Crossing 


Construction 


& Be Missouri commission, in con- 
sidering further matters related to 
construction of a grade _ separation 
ordered authorized in October, 1940, 
considered the question of placing a time 
limit upon authorized construction of 
such projects. There was no criticism of 
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the delay in this case because of condi- 
tions involving ‘availability of material 
and labor which prevented construction. 
A period of almost five years had, how- 
ever, elapsed and the construction had 
not been undertaken. 

The commission said that during that 
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h. | period it had learned that its former 
nt | practice of granting authority for con- 
be § struction without fixing a definite date 
x § for completion might bring undesirable 
_ aftereffects. The commission continued: 
B . . . we have in other instances found that 
circumstances surrounding the proposed 
il construction do change and other situations 
develop to the extent that proposals, which 
). at one time seemed desirable and were au- 
thorized, may, if not completed when au- 
thorized, later be found to be not in the pub- 
lic interest. We recognize that we have a 
course of remedial action, for we are of the 
opinion that we have ample authority to 
rescind previous orders prior to inaugura- 
tion of the construction if after a consider- 
r 
] 
Cen District of Columbia commis- 
sion, in its annual rate determina- 
tion for the Washington Gas Light Com- 





pany under a sliding-scale arrangement, 
found that no changes in rates would be 
necessary for the rate year beginning 

September 1, 1945, although there had 
been a deficiency in earnings. The com- 
mission approved a 6 per cent return and 
found that the company had earned a re- 
turn of 5.6969 per cent during the test 
year ended June 30, 1945. 

The sliding-scale arrangement pres- 
ently provides that when the return 
earned is less than the primary rate of 
return but is in excess of a rate which is 
one-half of one per cent below the pri- 
mary rate of return for two consecutive 
years, the entire deficiency shall be used 
for an increase in rates. The commis- 
sion’s executive accountant and auditor 
recommended that this provision be mod- 
ified by reducing this spread from one- 
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Deficiency in Earnings under Sliding-scale 
Plan Held Not to Warrant Increase 





able lapse of time we learn or are advised 
that conditions have changed so materially 
as to make completion of the project unde- 
sirable. But it seems that our administrative 
policy should forestall the need for such 
action. 


It appeared that restrictions on con- 
struction might be relaxed in the near 
future, and the commission concluded 
that authority for construction should be 
granted, but a definite date for comple- 
tion should be established, with a reason- 
able leeway in time to obviate further 


‘application for an extension of time. Re 


City of Ferguson (Wabash Railroad 
Co.) (Case No. 9926). 


half of one per cent to one-quarter of one 
per cent. The company opposed such a 
modification, and the commission said 
that any change should be deferred until 
such time as a review of the entire ar- 
rangement is made, a matter being con- 
sidered. It was said: 


The commission finds that the amount 
available for increase in rates during the 
rate year beginning September 1, 1945, is 
$98,895.44. The commission further finds 
that the $87,817.51 now recorded on the 
books of the company in “Reserve for Con- 
tingencies” in accordance with § 5 of Order 
No. 2827 should be used for the purpose of 
offsetting the rate increase found necessary. 
This means that there still remains $11,- 
077.93 available for rate increase. The com- 
mission finds that this amount is too small 
to absorb in new rate schedules, and that it 
should be carried over for future use; there- 
fore no changes in rates will be necessary 
ia rate year beginning September 1, 


Re Washington Gas Light Co. (PUC 
No. 3410, Formal Case 345). 


7 
Stock Sale Exempted from Competitive Bidding 


AS application for exemption from 
competitive bidding requirements of 
Rule U-50 with respect to the sale by a 
subsidiary of its holdings of preferred 
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stock of a subsidiary public utility com- 
pany was granted by the Securities and 
Exchange Commission. Central New 
York Power Corporation, a subsidiary 
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of Niagara Hudson Power Corporation, 
is engaged in the generation, transmis- 
sion, and distribution of electricity, and 
in the manufacture, transmission, and 
distribution of gas in New York state. 
Niagara Hudson owns all of this com- 
pany’s common stock and about 41,000 
shares out of a total of about 250,000 
shares of preferred stock. Niagara Hud- 
son proposed to sell its holdings of pre- 
ferred stock and requested an exemp- 
tion. The preferred stock, having a par 
value of $100 per share, is listed on the 
New York Curb Exchange and recent 
quotations have ranged from $106 to 
$107 per share. The record indicated that 
Niagara Hudson had made no attempt 
to sell the securities, but an officer of the 
company testified that if the exemption 
were granted the securities would prob- 
ably be sold to institutional investors. 
The commission said: 
In support of the request for exemption 
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from competitive bidding, it was pointed out 
that the stock is currently selling above its 
call price of $105 and that a refinancing 
thereof is contemplated within a period of 
approximately one year. Consequently, it was 
urged that the stock can most advanta- 
geously be sold to institutional investors ona 
limited yield basis at a price negotiated in 
light of the above circumstances. 

Rule U-50(a)(5)(C) provides that the 
commission may exempt a proposed sale of 
securities from the requirements of compet- 
itive bidding if it finds that competitive 
bidding is not necessary or appropriate in 
the public interest or for the protection of 
investors or consumers to assure the main- 
tenance of competitive conditions, the teceipt 
of adequate consideration, or the reasonable- 
ness of any fees or commissions to be paid 
with respect to any sale of securities subject 
to § 12(d) of the act. 

Under the particular circumstances of this 
case we are of the opinion that we may ap- 
propriately grant the requested exemption. 


Re Buffalo, Niagara & Eastern Power 


Corp. (File Nos. 54-106, 54-107, 70- 
1111, Release No. 6023). 


Other Important Rulings 


¢ California commission, in au- 
thorizing consummation of agree- 
ments between the Pacific Gas and Elec- 
tric Company and the city and county of 
San Francisco relating to future disposi- 
tion by the city of the output of Hetch 
Hetchy hydroelectric power develop- 
ment, stated that the commission had no 
authority to determine whether the agree- 
ments consummated were consistent with 
the requirements of the Raker Act, as the 
only jurisdiction possessed by the com- 
mission was that given by those sections 
of the Public Utilities Act requiring a 
public utility to obtain its approval be- 
fore it leases or otherwise disposes of its 
facilities or enters into rate or service 
agreements deviating from its regularly 
filed schedules and service regulations. 
Re Pacific Gas & Electric Co. et al. (De- 
cision No. 37954, Application No. 
26728). 


The Colorado commission entered 


Note.—The cases above referred to, where decided b 
be published in full or abstracted in 
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orders clarifying and confirming rights 
of an electric utility company under oper- 
ating certificates to serve territories con- 
tiguous to towns it had been specifically 
authorized to serve, where it had law- 
fully made extensions into such terri- 
tories without certificates under the pro- 
visions of § 35(a) of the Public Utilities 
Act. Re Public Service Co. (Application 
Nos. 6806, 6807, Decision Nos. 24859, 
24860). ; 


A Federal court, in affirming a con- 
viction for violation of the Interstate 
Commerce Act, ruled that an interstate 
railroad’s rates filed with the Interstate 
Commerce Commission are the only 
charges that may legally be exacted for 
services rendered and that a rate sched- 
ule established and filed with the com- 
mission is prima facie the criterion in de- 
termining whether or not a charge is 
reasonable. Howitt et al. v. United States, 
150 F(2d) 82. 


courts or regulatory commissions, will 
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DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Capital Transit Company 


P.U.C. No. 3186, G.D. No. 22, Formal Case No. 336, Order No. 2935 
July 18, 1945 


NVESTIGATION of rates of fare on streetcar and bus lines; 

original cost, reserve for depreciation, rate base, and annual 

depreciation charge determined, and present rates of fare ordered 
to remain in effect. 


Rates, § 198 — Unit for rate making — Local transit company — Business in 
other states. 

1. Operations in Maryland by a company engaged in street railway and 
motorbus transportation in the District of Columbia and adjacent areas 
are not of sufficient importance to warrant segregation for the purposes of 
a rate-making proceeding, where revenue derived from operations in Mary- 
land constitute but 4.86 per cent of total passenger revenue, the number 
of passengers carried in Maryland is 5.53 per cent of total passengers car- 
ried, and mileage operated in Maryland amounts to 6.74 per cent of 
total mileage for the system, p. 4. 


Valuation, § 36 — Rate base — Original cost. 
, 2. Original cost of property when first devoted to public service was re- 
garded as the best evidence of the fair value of streetcar and bus property 
for rate making, p. 5. 


Valuation, § 28 — Rate base — Excess of book cost over original cost — Gov- 
ernmental approval of acquisition. 

3. Excess of book cost over original cost of property of a streetcar and 
motorbus company, acquired from another company with Commission ap- 
proval and acquired pursuant to a merger agreement approved by Con- 
gress, cannot be considered as an element of fair value for rate making, 

p. 7. 
[1] 1 60 PUR(NS) 
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Valuation, § 39 — Rate base — Reproduction cost. 
4. Exclusive consideration cannot be given to reproduction cost in de- 
termination of the rate base; and, in the absence of any reproduction cost 
evidence, it is not necessary to give any consideration to a contention that 
the Commission must consider and give weight to reproduction cost, p. 9. 


Valuation, § 104 — Accrued depreciation — Adjusted book reserve. 
5. The adjusted book reserve for depreciation is the only equitable meas- 
ure of accrued depreciation for the purpose of determining a proper rate 
base, where depreciation rates employed by the company and its predeces- 
sors have been prescribed or approved by the Commission, p. 10. 


Depreciation, § 37 — Correction of deficiency in reserve. 
6. A period during which equipment and property is subjected to extraor- 
dinary wear and tear is the appropriate time for a necessary correction of 
an existing deficiency in depreciation reserve, p. 11. 


Depreciation, § 38 — Segregation of reserve. 
7. A book reserve reflecting a segregation with respect to busses and cer- 
tain types of streetcars from all other depreciable property should be fur- 
ther segregated to reflect at least accrued depreciation applicable to build- 
ings, tracks, streetcars other than the special cars mentioned, and the dis- 
tribution system, p. 11. 


Return, § 11 — Original cost basis — Cost of capital. 


8. The use of a depreciated original cost rate base, coupled with a rate 
of return premised on the cost of borrowed capital and a reasonable return 


on equity capital, affords a practical and equitable basis for balancing the 
interests of investors and patrons, p. 11. 


Depreciation, § 71 — Streetcar and bus utility. 
9. A composite annual rate of 4.9 per cent for annual depreciation of street- 
car and bus property, applied to original cost of depreciable property, was 
approved, in addition to a flat amount necessary to correct a deficiency in 
existing reserves, p. 12. 


Expenses, § 114 — Income taxes — Questioned liability. 
10. No allowance should be made in operating expenses for the difference 
between the amount of tax liability accrued on company books and tax lia- 
bility reflected on returns filed by the company, although the company con- 
tends that an overaccrual should be allowed because the returns filed have 
not been audited, p. 14. 


Expenses, § 20 — Injuries and damages. 
11. Application of a percentage to gross operating revenues of a transit 
company as the basis for estimating liability for injuries and damages, while 
a convenient method, is not necessarily an accurate one, and a more reliable 
estimate is produced by a thorough study of accident experience, p. 14. 


Expenses, § 114 — Gross receipts tax. 
12. Allowance for expense of gross receipts tax of a company operating 
in the District of Columbia should represent 3 per cent of gross receipts 
of the prior year, in accordance with the tax statute and the practice of 
the assessor for the District of Columbia, who is responsible for the ad- 
ministration of the statute, p. 15. 
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Return, § 26 — Cost of equity capital — Dividend-price ratios. 
13. Conclusions as to a fair rate of return on equity capital of a streetcar 
and bus company must be rejected when dividend-price ratios are entirely 
ignored, while it is testified that investors in transit company securities 
look primarily to the amount they might expect to receive as dividends and 
discount present high earnings as being beyond their reach, p. 18. 

Return, § 26 — Cost of equity capital — Investment basis. 
14. Cost of equity capital must be calculated on and applied to the dollars 
actually invested in the business, instead of being applied to the entire 
common stock equity where this contains a substantial amount that does 
not represent true investment in the business, p. 18. 


Return, § 4 — Functions of Commission — Testimony as to capital cost. 
15. The Commission is not bound by the opinion of experts as to the cost 


of capital, but the Commission is free to exercise its informed judgment 
in the light of all the facts of record and the Commission’s experience in 


utility matters, p. 18. 


Return, § 83.1 — Streetcar and bus company. 
16. A return of 7.29 per cent for a streetcar and motorbus company was 
held to be fair and reasonable, p. 19. 


APPEARANCES: G. Thomas Dun- 
lop, E. Barrett Prettyman, F. G. 
Awalt, Raymond Sparks and P. C. 
King, Counsel for the Capital Transit 
Company; Richmond B. Keech, Gen- 
eral Counsel, and Lloyd B. Harrison, 
Special Assistant Corporation Coun- 
sel, for the Commission; James W. 
Lauderdale, People’s Counsel; Milo 
H. Brinkley, for the Federation of 
Citizens’ Associations. 


By the ComMISssION : 


Nature of Proceeding 

On June 14, 1943, by its Order No. 
2609, this Commission ordered that 
an investigation be made to deter- 
mine, with respect to the operations of 
the Capital Transit Company (here- 
inafter referred to as “Capital Trans- 
it” or “the Company”) : 

1. The present fair value for rate- 
making purposes of the property of 
the Company used and useful in the 
public service. 


2. The proper annual charge to be 
made for depreciation. 

3. The fair rate of return. 

4. Reasonable, just, and nondis- 
criminatory rates. 

After appropriate notice, formal 
public hearings were held on seven 
days in the period from March 5, 
1945, to April 3, 1945. A brief was 
filed by the company on May 5, 1945. 

In addition to people’s counsel, and 
counsel appearing for the company 
and for the Commission, appearances 
were noted for the Public Utilities 
Committee of the Federation of Citi- 
zens’ Associations, the Metal Trades 
Council of the Washington Navy 
Yard, and the Washington Central 
Labor Union. 


Description of Company 

Capital Transit Company was in- 
corporated on September 28, 1933, 
under the laws of the United States 
of America relating to the District 
of Columbia, as authorized by a Joint 
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Resolution of Congress approved 
January 14, 1933, as amended Feb- 
ruary 16, 1933. 

The organization of the company 
was effected pursuant to the provi- 
sions of a Definitive Unification 
Agreement dated September 26, 1933, 
between Washington Railway and 
Electric Company and The Capital 
Traction Company, pursuant to which 
Capital Transit acquired on December 
1, 1933, all of the properties, rights, 
and franchises of The Capital Trac- 
tion Company and all of the transit 
properties, rights, and franchises of 
Washington Railway and Electric 
Company and its subsidiary, The 
Washington and Rockville Railway 
Company of Montgomery County, to- 
gether with the securities of Mont- 
gomery Bus Lines, Incorporated, and 
of certain other transit subsidiaries of 
Washington Railway and Electric 
Company subsequently dissolved, and 
of The Glen Echo Park Company. 
In June 1936, it acquired the prop- 
erties of Washington Rapid Transit 
Company. 

The company is engaged in the 
business of furnishing street railway 
and motorbus transportation to the 
public in the District of Columbia and 
adjacent areas. 

The company’s wholly owned sub- 
sidiary, Montgomery Bus Lines, In- 
corporated, operates busses between 
Rockville, Maryland, and the Dis- 
trict of Columbia line. Montgomery 
has no paid employees and owns no 
equipment, the services and equip- 
ment necessary for its operation be- 
ing furnished by the company under 
contract. 

[1] The record in this proceeding 
indicates that passenger revenue de- 
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rived from rail and bus operations in 
Maryland constituted but 4.86 per 
cent of total passenger revenue in 
1944; the number of passengers 
carried in Maryland was 5.53 per 
cent of total passengers carried, and 
mileage operated in Maryland amount- 
ed to 6.74 per cent of total mileage 
for the system in the same year. 

In the opinion of the Commission, 
the operations of the company in 
Maryland are not of sufficient impor- 
tance to warrant an attempt at segre- 
gation of such operations from over- 
all system operations for the purposes 
of this proceeding. 


The Rate Base 

On August 29, 1938, by its Order 
No. 1713, 25 PUR(NS) 177, this 
Commission arrived at a valuation of 
the properties of Capital Transit used 
and useful for the convenience of the 
public in the District of Columbia, at 
the fair value thereof at the time of 
said valuation, which was December 
31, 1935. 

Previous valuations for rate-mak- 
ing purposes of the properties of the 
predecessor companies of Capital 
Transit had been made by the Com- 
mission as of July 1, 1914 (see Or- 
ders Nos. 338 and 339, PURI1919F 
779, 938). 

The orders in both of the instances 
just referred to were issued only after 
most exhaustive investigations and 
prolonged hearings, and were received 
as evidence in the present proceed- 
ing. 

In view of the minor effect of the 
company’s operations outside the Dis- 
trict of Columbia, as has been ex- 
plained hereinabove, no attempt has 
been made to segregate the values of 
the property, nor the results of opera- 
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tions as between those employed or 
carried on within and outside the con- 
fines of the District of Columbia. The 
company offered no objection to this 
procedure. 

[2] In connection with the problem 
of determining the rate base to be es- 
tablished for Capital Transit, the 
Commission has concentrated its ef- 
forts upon the ascertainment of the 
original cost of property when first 
devoted to public service as the best 
evidence of the fair value of property. 
Voluminous evidence as to the original 
cost of property was introduced by the 
company also. 


A. Original Cost 


Evidence with respect to the origi- 
nal cost of the property of Capital 
Transit devoted to service to the pub- 
lic was introduced for the Commission 


by V. A. McElfresh, its chief ac- 
countant, and for the company by J. 
E. Heberle, vice president and comp- 
troller. 


Due to the fact that original cost 
determinations made by the Com- 
mission as of July 1, 1914, and as of 
December 31, 1935, had not been re- 
corded as such on the books of the 
Company, it was impossible to obtain 
the desired result at this time without 
making detailed analyses of transac- 
tions consummated since the date of 
the last determination made. 

McElfresh arrived at his determina- 
tion of the original cost of property 
as of December 31, 1942, in the fol- 
lowing manner. 

First, he compared the evidence on 
original cost presented by Heberle 
in the 1935 valuation case with the 
findings of the Commission as to 
original cost at that date, as set forth 


in Order No. 1713, supra (see Com- 
mission Exhibit No. 10). At that 
time, the company estimate, after 
eliminating certain items which had 
been found to be improper by the 
Commission, exceeded the Commis- 
sion’s findings by the amount of $1,- 
332,038. From this point, net addi- 
tions recorded on the books of the 
Company from January 1, 1936, to 
December 31, 1941, were analyzed, 
and necessary adjustments made. 
These analyses indicate that, as of De- 
cember 31, 1941, the original differ- 
ence of $1,332,038 had been reduced 
to $19,831, due principally to various 
adjustments which had been made on 
the books of the company during this 
period relating to items which had not 
been included in the Commission’s 
original findings. In view of the ex- 
tremely small difference existing, Mc- 
Elfresh stated that, in his opinion, the 
results obtained by bringing up to 
date the company’s estimate (as ad- 
justed) at December 31, 1935, re- 
flected the best estimate of original 
cost as of December 31, 1941. To 
the total of $40,720,440 thus arrived 
at, net additions at cost to the com- 
pany during the year 1942 were added. 
The total original cost of property as 
of December 31, 1942, was deter- 
mined by McElfresh to be $45,673,- 
826 (see Commission Exhibit No. 
11). 

Second, in order to provide an over- 
all check as to the accuracy of the 
estimated original cost as of Decem- 
ber 31, 1942, McElfresh reviewed 
transactions in the property accounts 
of the company and its predecessors 
from the June 30, 1914, valuation 
made by the Commission to December 
31, 1942. The result arrived at by 
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this process exceeded the previously 
stated figure by $82,293 (Commission 
Exhibit No. 12). 

McElfresh’s final step was the de- 
velopment of original cost by units 
of property. In this process, $44,- 
249,580.74 was accounted for in de- 
tail with a view to the establishment 
of a continuing property record. As 
to the difference ($1,424,245.81) be- 
tween this latter figure and the $45,- 
673,826 heretofore set forth, Mc- 
Elfresh stated that, while this amount 
could not readily be associated with 
specific units of property, this did not 
indicate that it was not a proper cost 
of property, although further inves- 
tigation might necessitate the elimina- 
tion of some portion of this amount 
from the property account. 

In order to provide direct compari- 
son with the testimony presented by 
the Company, it is well to bring for- 
ward for one year the estimate of 
original cost prepared by the Com- 
mission witness. As already indicat- 
ed, the original cost of road and 
equipment as of December 31, 1942, 
has been estimated to be $45,673,826. 
Adjusted net additions for the year 
1943 totaled $808,460. Thus, the 
original cost of road and equipment 
as of December 31, 1943, as present- 
ed by McElfresh, becomes $46,482,- 
286. 

Heberle presented for the record his 
study of the cost of property of Capi- 
tal Transit (including miscellaneous 
physical property) as of December 
31, 1943. A summary of the results 
of this study follows: 
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Cost to owner first devoting the 
properties to public use 
Additional costs attaching to prop- 
erty acquired from Washington 
Railway and Electric Company 
and The Capital Traction Com- 
pany 12,880,779 
Additional costs attaching to prop- 
erty acquired from Washington 
Rapid Transit Company 
Miscellaneous physical property .. 


256,110 
1,144,583 


$60,678,835 


To support his estimate of the cost 
to the owner first devoting the prop- 
erty to public service, or $46,397,363, 
Heberle presented a comprehensive 
analysis of the property in existence 
at December 31, 1943. A breakdown 
by general classifications was support- 
ed by voluminous details showing 
such important data as the year of 
construction, job number, original 
owner, and source of information. 
The exhibit reflects the exercise of 
meticulous care in its preparation and 
affords a basis for the establishment 
of continuing property records ‘and 
the perpetuation of original cost 
figures on the books of the Company. 
In order that the necessity for such 
extensive investigations in the future 
may be obviated, the Commission has 
ordered Capital Transit (see Com- 
mission Order No. 2913, dated April 
27, 1945) to record the original cost 
of its property by the classified ac- 
counts listed in Company’s Exhibit 
No. 42 until such time as contem- 
plated revisions of the system of ac- 
counts presently in use have been ef- 
fected. 

The difference between the esti- 
mates presented by the Commission 
and the Company witnesses of the 
original cost of property of the Com- 
pany devoted to public service at De- 
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cember 31, 1943, $46,482,286 and 
$46,397,363, respectively, is small. 
Heberle’s figure reflects substantial 
adjustments to cover unrecorded re- 
tirements. These adjustments un- 
doubtedly are a part of the $1,424,- 
245.81 described by McElfresh as 
costs not accounted for by him in de- 
tail. Since the difference between the 
two figures under consideration is 
small, and since Heberle’s figure of 
$46,397,363 is supported by greater 
detail, it will be adopted as the original 
cost of property used in rendering 
transportation service to the public, 
for the purpose of this proceeding. 
Furthermore any future adjustments 
found necessary as a result of the in- 
vestigation initiated by Order No. 
2913 can more readily be made on the 
books of the Company. 


B. Excess of Book Cost over 
Original Cost 


[3] Company Exhibit No. 42 shows 
that the property accounts on the 
books of the Company as of December 
31, 1943, after certain proposed ad- 
justments aggregating $1,092,693, re- 
flect a figure of $60,678,835 (includ- 
ing $1,144,583 as miscellaneous phys- 
ical property). The proposed adjust- 
ments have been reflected on the books 
of the Company in accordance with the 
provisions of Commission Order No. 
2913. Thus, the difference between 
the book cost of property used in 
rendering transportation service, and 
the original cost of such property to 
the owner first devoting it to public 
service, includes the second and third 
items described on page 4 herein. 
With respect to the item of $256,110 
relating to property acquired from the 
Washington Rapid Transit Company, 


the opinion of the Commission in Or- 
der No. 1505 approving the acquisi- 
tion of the Washington Rapid Trans- 
it Company clearly indicates that this 
item should not be considered for 
rate-making purposes. Nothing in the 
record of this case warrants departure 
from this conclusion. This item, 
therefore, will not be included in the 
rate base. 

The major difference between the 
books as adjusted and original cost is 
the item of $12,880,779 described by 
Heberle as additional cost attached to 
property acquired by the Company 
from the Washington Railway and 
Electric Company and The Capital 
Traction Company at December 1, 
1933, pursuant to a merger agreement 
which was approved by Congress. 
The Company contends that this item 
represents cost to the Coripany and 
should therefore be included in the 
rate base. This contention is based 
principally on the fact that this Com- 
mission approved the issuance of 240,- 
000 shares of common capital stock 
of Capital Transit at a par value of 
$100 per share under the terms of the 
merger agreement. This is based 
upon the assumption that the par value 
of the stock issued by the Company, 
namely $24,000,000, represented the 
true value of such stock at the time of 
issuance. It also assumes that the 
merger agreement constituted an out- 
right purchase by the Company of the 
property and assets of the Washing- 
ton Railway and Electric Company 
and The Capital Traction Company. 
The facts, however, are contrary to 
these assumptions. The record in this 
case shows that the stock of the Capital 
Transit Company was not worth the 
amount of its par value. There was 
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no saie of stock involved, but merely 
an exchange on a share for share 
basis ; therefore, there was no occasion 
for determination by the Commission 
as to the intrinsic value of this stock. 
There was not an arm’s-length pur- 
chase of the two predecessor com- 
panies by the new company. It was 
merely a merger of the two companies, 
as evidenced by the provisions of the 
Definitive Unification Agreement and 
the merger resolution. The account- 
ing entries recorded at the time of the 
merger clearly indicate that the amount 
recorded as cost of road and equip- 
ment was simply the total of the 
amounts recorded on the books of the 
predecessor companies. Therefore, 


any items not properly contained in 
the books of the predecessor com- 
panies were perpetuated on the books 
of the merged company, Capital Trans- 


it. 

McElfresh arrived at a difference 
between recorded cost of road and 
equipment (as adjusted by him for 
accounting errors) and his estimate of 
original cost at December 31, 1942, 
of $14,205,388.40. This amount is 
comparable to the item of $12,880,- 
779 which has been classified by 
Heberle as additional costs to Capi- 
tal Transit. The difference between 
these two figures, or $1,324,609, is 
caused principally by adjustments 
totalling $1,092,693 proposed to be 
made by Heberle as of December 31, 
1943, and approved by this Com- 
mission. 

Commission Exhibit No. 13 sets 
forth in detail the items comprising 
the excess of book cost over original 
cost of $14,205,388 as of December 
31, 1942, as determined by McElfresh. 
This exhibit shows that at the time 
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of the merger of Washington Railway 
and Electric Company and The Capi- 
tal Traction Company into the Capi- 
tal Transit Company, on December 1, 
1933, the accounts of the two pred- 
ecessor companies contained amounts 
of $15,294,674.92 and $6,869,280.74, 
respectively, or a total of $22,163,955.- 
66, which had been found by this 
Commission in its 1914 valuations of 
these two predecessor companies to be 
properly excludible from original cost 
and also from the rate base (see Or- 
ders Nos. 338 and 339, supra). In 
the year 1942, Capital Transit wrote 
down its road and equipment account 
by $8,000,000, which, together with 
other minor adjustments, operated to 
reduce the excess book value to the 
figure of $14,205,388.40 mentioned 
above. 

The Company has made no attempt 
to show that the items reflected in 
Commission Exhibit No. 13 represent 
proper elements of cost. Instead, it 
apparently rests on its argument that 
the consummation of the merger 
agreement as of December 1, 1933, 
validated all bookkeeping entries 
which were transferred from the 
books of the predecessor companies to 
those of the merged company, Capi- 
tal Transit. With respect to this 
argument, it is plain from the follow- 
ing quotation from the Merger Agree- 
ment which was approved by Joint 
Resolution of Congress dated January 
14, 1933 (Public Resolution No. 47— 
72nd Congress) that no such deter- 
mination of value was intended to be 
derived from the mere act of merger: 

“Eighteenth. Approval of this 
agreement by the Public Utilities Com- 
mission or Congress shall not be taken 
as approval of the considerations 
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mentioned herein for properties or 
stocks, nor as binding upon the Pub- 
lic Utilities Commission in any future 
determination of the fair value of the 
properties used and useful for the pub- 
lic convenience belonging to the 
Washington Company, the Capital 
Company, or to be acquired by the 
New Company, that may be made in 
accordance with this agreement.” 

The Commission finds that, as of 
December 31, 1943, the records of 
Capital Transit, after giving effect to 
the proposed adjustments aggregating 
$1,092,693, reflect road and equip- 
ment accounts pertaining to property 
devoted to public service at an amount 
which is $13,136,889.39 in excess of 
original cost. The Commission fur- 
ther finds that this excess cannot be 
considered as an element of fair value 
for rate-making purposes. 


C. Reproduction Cost 


[4] There is no evidence in this 
record on the question of reproduc- 
tion cost. Counsel for the Company 
stated that the Company had studies 
made which showed estimated values 
of $72,000,000 and $50,000,000 for 
reproduction cost new and reproduc- 
tion cost new less depreciation, respec- 
tively. However, neither these stud- 
ies, nor any evidence with respect to 
them, were submitted for the record 
in this proceeding. 

It should be unnecessary to discuss 


at great length the defects and vagaries 
of the reproduction cost doctrine, 
which at best is an illusory concept as 
a requisite of rate making. The mani- 
fold reasons why reproduction cost evi- 
dence is fallacious, and is obstructive 
of the regulatory process, have been 
fully expounded by the United States 
Supreme Court,’ and the following 
excerpt from the opinion of that court 
in the Market Street Railway Com- 
pany Case (1945) — US —, 89 Led 
—, 58 PUR(NS) 18, 29, 65 S Ct 
770, is particularly significant in the 
case before us: 

, No study of the present 
cost of reproduction is shown, no 
present fair value is suggested. Nor 
do we think it important. Apart from 
familiar objections to the reproduc- 
tion-cost method, no responsible per- 
son would think of reproducing the 


“cc 


present plant, consisting in substantial 
part of cable cars and obsolete equip- 


ment. There ts no basis for assuming 
that any one in the light of conditions 
which prevail in the street-surface rail- 
road industry generally would con- 
sider reproducing any street railway 
system. It was no constitutional er- 
ror to proceed to fix a rate in disregard 
of theoretical reproduction costs.” 
(Italics supplied. ) 

There is, therefore, ample authority 
for the position which this Commis- 
sion has taken in the recent cases de- 
cided by it, affecting other utilities, 





1 Federal Power Commission v. Hope Nat. 
Gas Co. (1944) 320 US 591, 603, 88 L ed 333, 
51 PUR(NS) 193, 64 S Ct 281; Federal 
Power Commission v. go Gas Pipeline 
Co. of America (1942) 315 US 575, 86 L ed 
1037, 422 PUR(NS) 129, 62 S Ct 736; Mr. 
Justice Black dissenting in McCart v. Indian- 
apolis Water Co. (1938) 302 US 419, 435, 
82 L ed 336, 21 PUR(NS) 465, 58 'S Ct 
324; concurring opinion of Mr. Justice Frank- 
furter and Mr. one Black in Driscoll vy. 


sous Light & P. Co. (1939) 307 US 1 

, 83 L ed 1134, 28 PUR(NS) 65, 59 * 
oe "715; dissenting opirion of Mr. "Justice 
Brandeis in Missouri ex rel. Southwestern 
Bell Teleph. Co. v. Public Service Commis- 
sion, 262 us 276, 292, 67 L ed 981, PUR 
1923C 193, 43 S Ct 544, 31 ALR 807 ; and 
Mr. Justice Brandeis concurring in St. Joseph 
Stock Yards Co. v. United States (1936) 298 
US 38, om 80 L ed 1033, 14 PUR(NS) 
397, 56 S Ct 720. 


60 PUR(NS) 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


that there is no requirement in our 
statute that exclusive consideration be 
given to reproduction cost in the de- 
termination of a rate base. Further- 
more, in this case, in the absence of 
any reproduction cost evidence, it is 
unnecessary to give any consideration 
to the Company’s contention that the 
Commission, in establishing a rate 
base at the fair value of the Company’s 
property at the time of the valuation, 
must consider and give weight to re- 
production cost. 


D. Depreciation Reserve 


Estimates as to the depreciation re- 
serve requirements applicable to the 
property of Capital Transit were sub- 
mitted by the Commission’s chief 
engineer, F. A. Sager, and by Mc- 
Elfresh. The Company offered no evi- 
dence with respect to reserve require- 
ments. 


Sager predicated his study in part 
upon a comparison between charges 
for depreciation made upon the books 
of Capital Transit during the years 
1934 to 1942, inclusive, and his esti- 
mate as to the proper accruals for this 
period. This study indicated a de- 
ficiency in accruals for the period 
amounting to $1,716,245. To this 
amount, he added an estimated de- 
ficiency of $776,350 which existed as 
of December 31, 1934, as indicated by 
Commission Order No. 1713, to ob- 
tain a total estimated deficiency in re- 
serve requirements as of December 
31, 1942, of $2,492,595. As the de- 
preciation reserve reflected on the rec- 
ords of Capital Transit at that date, 
after certain adjustments, was $13,- 
393,493, Sager testified that in his 
opinion a proper reserve requirement 
at December 31, 1942, after giving 
6 PUR(NS) 


effect to the estimated deficiency as of 
that date, was $15,886,088. 

McElfresh presented partial esti- 
mates as to reserve requirements, 
based upon estimated life and age of 
property constituting approximately 
57 per cent of the cost of depreciable 
property. These estimates covered 
streetcars, busses, buildings and struc- 
tures, service equipment, locomotives, 
and miscellaneous equipment. The 
remaining 43 per cent of property cost 
related principally to track, and since 
the age of this property has not yet 
been determined, it was not possible 
to estimate the reserve requirement on 
it. 

McElfresh’s study reflects that, as 
of December 31, 1943, the estimated 
reserve requirement on $25,752,263 
of property, representing 57 per cent 
of the cost of depreciable property, 
was $12,438,137, or 48 per cent. As 
the reserve per books was but 34 per 
cent of the cost of all depreciable prop- 
erty as of the same date, it is obvious 
that the balance remaining for track 
and other property whose age is not 
now determinable is not adequate. 

The books of the Company at De- 
cember 31, 1943, show a balance in the 
reserve for depreciation of $15,502,- 
084.06. It has heretofore been stated 
that Heberle’s original cost figure re- 
flected substantial adjustments to 
cover unrecorded retirements. Since 
we have adopted his figure for origi- 
nal cost, the effect of such adjustments 
on the reserve for depreciation must 
also be taken into account. These ad- 
justments aggregate $717,013.95, re- 
sulting in an adjusted reserve for de- 
preciation of $14,785,070.11. 


[5] Depreciation rates employed by 
the Company and its predecessors have 
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been prescribed or approved by this 
Commission. In view of this fact, and 
upon consideration of the record in 
this case, the Commission finds that 
the adjusted book reserve of $14,785,- 
070.11 is the only equitable measure of 
accrued depreciation existing in the 
property of the Company as of Decem- 
ber 31, 1943, for the purpose of de- 
termining a proper rate base as of that 
date. 

[6] However, the record shows 
that this reserve is inadequate. This 
Commission approved the adoption 
by the Company of higher rates of ac- 
crual for depreciation beginning in the 
year 1942, principally to provide for 
the excessive wear and tear occasioned 
by the extraordinary increase in use 
of equipment and property during the 
war years. While the record indicates 
that the effect of the higher provisions 
for depreciation is already being ob- 
served and that a gradual improve- 
ment in the ratio and a closer approach 
to the reserve requirement may be 
effected with a continuance of the ac- 
cruals at about the present level, the 
Commission is of the opinion that the 
existing deficiency should be corrected 
more rapidly. The Commission is 
also of the opinion that a period such 
as the present, during which the equip- 
ment and property of the Company is 
subjected to extraordinary wear and 
tear, is the appropriate time for ad- 
justments of this nature. The correc- 
tive measures deemed by the Commis- 
sion to be necessary will be discussed 
under the caption “Provisions for De- 
preciation.” 

[7] The book reserve of the Com- 
pany presently reflects a segregation 
with respect to busses, PCC street- 
cars and certain so-called “Provi- 


dence” streetcars from all other de- 
preciable property. The Commission 
is of the opinion that a further segre- 
gation, reflecting at least the accrued 
depreciation applicable to buildings, 
tracks, streetcars other than those 
heretofore mentioned, and the distribu- 
tion system, is necessary to the future 
determination of proper and adequate 
depreciation accrual rates and a sub- 
sequent order will require the Com- 
pany to present such a segregation for 
approval. 


E. Conclusions As to Rate Base 


[8] The Commission concludes and 
finds that the fair value of the property 
of the Capital Transit Company for 
rate-making purposes is its original 
cost when first devoted to public serv- 
ice, less accrued depreciation. With 
respect to accrued depreciation, it has 
been found that the book reserve af- 
fords an equitable measure of this fac- 
tor for the purpose of this proceeding. 
The use of such a rate base in deter- 
mining rates, coupled with a rate of 
return premised on the cost of bor- 
rowed capital and a reasonable return 
on equity capital, affords a practical 
and equitable basis for balancing the 
interest of investors and patrons of 
the utility, which is the essence of the 
rate-making problem. Further, a 
rate base predicated on depreciated 
original cost is one that can be readily 
determined and brought up to date 
without resort to costly and time-con- 
suming investigations. 

In view of the foregoing and all the 
facts of record, the Commission finds 
that the fair value for rate-making 
purposes of the property of the Com- 
pany, used and useful in public serv- 
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ice as of December 31, 1943, is $32,- 
532,216, determined as follows: 


Original Cost of Prop- 
$46,397,363 


e- 
14,785,070 


$31,612,293 
919,923 


Rate Base, December 31, 1943 ... $32,532,216 


Provisions for Depreciation 

[9] Testimony with respect to the 
proper annual provisions for deprecia- 
tion was offered for Capital Transit 
by Heberle and by H. B. Perry, a 
partner in the firm of Jackson & More- 
land, consulting engineers. The 
Commission witness on this subject 
was its chief engineer. 

Perry prepared his study of the 
annual depreciation requirement on a 
straight-line basis applied to the his- 
torical cost of property as furnished 
by the Company. 

Heberle presented an independent 
study of proper annual depreciation ac- 
cruals based upon historical cost. De- 
preciation rates were determined by 
Heberle on the total estimated lives 
of various classes of property. 

Sager also predicated his study up- 
on the historical cost of property and 
employed the straight-line method. 

While the details of the studies 
made by the three witnesses varied in 
certain aspects, the over-all results 
reached by all three approximated 
each other, and were in line with the 
actual book provisions for the years 
1943 and 1944, which have been here- 
tofore approved by this Commission. 
Percentage-wise, the recommended 
provisions ranged between 4.85 per 
cent and 5.06 per cent of depreciable 
property. 

These studies, however, did not 
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take into consideration the existing 
deficiency in the present depreciation 
reserve, which has been found to exist. 
While it is not possible to determine 
the amount of the deficiency with any 
great degree of accuracy, it appears 
from this record that it is substantial- 
ly more than $2,000,000. It is like- 
wise impossible to determine the peri- 
od of time which will be required to 
correct such deficiency. Determina- 
tion of this matter must rest upon con- 
sideration of a number of factors, in- 
cluding past, present, and prospective 
operations and equitable treatment of 
the Company and the riding public. 


Furthermore, despite the accom- 
plishments of the Company in modern- 
izing its equipment, there still remains 
a considerable number of street- 
cars and busses which have either be- 
come obsolete or will be outmoded as 
the demand of the riding public for 
most modern equipment is accentuat- 


ed. 


After due consideration of these 
and all other pertinent factors, it is 
the opinion of the Commission that 
the provisions for depreciation for the 
year 1944 should be increased to the 
extent of $300,000, and that such ad- 
ditional provision should continue un- 
til further determination of the need 
therefor by this Commission. It is 
anticipated that this requirement, 
coupled with the effect of. the in- 
creased provisions authorized by Or- 
der No. 2468 (1943) 47 PUR(NS) 
41, will result in a rapid and neces- 
sary improvement in the ratio of the 
reserve to depreciable property. 

It is, of course, desirable that rates 
of depreciation be established for the 
various classes of property, and: this 
matter has been made the subject of 
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investigation under Commission Or- 
der No. 2913. Pending the comple- 
tion of this investigation, the Com- 
mission finds that a composite annual 
rate of 4.9 per cent to be applied to the 
original cost of depreciable property, 
plus the flat amount of $300,000, be- 
ginning with the year 1945, is a proper 
provision for depreciation. The pres- 
ent rates of depreciation established 
by Order No. 2468, supra, to apply to 
certain streetcars and busses shall re- 
main in effect until final determination 
of this matter. 


Operating Income 

Evidence on the income of the Com- 
pany was introduced for the Commis- 
sion by McElfresh. This evidence 
covers the period from 1934 to 1944, 
inclusive. With the exception of the 
first month’s operation after the merg- 
er on December 1, 1933, these ex- 


hibits embrace the entire earnings his- 


tory of Capital Transit. The income 
figures presented by McElfresh reflect 
substantial adjustments, particularly 


Company 
Exhibit 
No. 30 * 


in the years 1942, 1943, and 1944. 
These adjustments were made by the 
witness to reflect as nearly as possible 
the true income of the Company in 
each of the years under consideration. 
The Company did not offer any re- 
buttal testimony to show that the ad- 
justments were improper, but it con- 
tended in its brief that none of the ad- 
justments of net operating income was 
valid for the purpose of this case. 
While the Company’s contention is 
not supported by evidence, the Com- 
mission feels that it is important in 
this proceeding to give serious consid- 
eration to income as reported by Cap- 
ital Transit over a considerable period 
of time in order to be in a position to 
determine whether or not a change in 
the rate structure should be effected. 
The following tabulation compares 
the net operating income reflected on 
the books of Capital Transit with the 
adjusted figures presented by McEI- 
fresh and shows the amounts of the 
adjustments considered by him to be 


proper. 


Commission 
Exhibit No. 38 
and No. 39 
$1,543,159.34 

989,571.52 
646,865.12 
822,029.12 
971,357.43 
1,270,420.46 
1,540,253.73 


Adjustments 
$55,984.16 
69,344.88 
17,584.09 
29,568.32 


2,121,249.13 
2,107,989.61 


* Years 1934, 1935, 1936 exclude income of Washington Rapid Transit Company in the 
respective amounts of $32,449, $63,827 and $31,149. 


The adjustments tabulated above 
for the years 1934 to 1941, inclusive, 
except for minor items, cover overac- 


cruals for Federal and District of. 


Columbia income taxes. Detailed 


audits of operating income were made 
for the years 1942, 1943, and 1944. 
The adjustments affecting these three 
years are set forth in the following tab- 
ulation: 
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Overaccrual of Federal Income Taxes 
Overaccrual of D. C. Income Taxes 


1942 1943 
$77,366.00 


22,765.15 


1944 
$55,682.87 


Portion of Federal and D. C. Income Taxes applica- 


ble to Taxable Nonoperating Income 


Overaccrual of liability for Injuries and Damages .. 


Overaccrual of D. C. Gross Receipts Taxes 


58,642.85 
91,419.97 
64,399.24 


89,642.21 
282,959.38 
40,904.04 


Construction cost properly chargeable to Road and 


Equipment Accounts 


Taxes on bus tires paid in 1942 and refunded in 1943 


21,914.62 
7,213.25 


27,396.22 
(7,213.25) 


Cost of converting streetcars from two-man opera- 
tion to one-man operation charged to expenses in 


1941 and credited to expenses in 1942 
Cost of removing property retired 
Cost of power purchased prior to 1942 
Charitable Contributions 
Nonoperating Revenue 


39,511.42 
4,703.00 15,500. 


(300.00) 


Overaccrual of taxes other than D. C. and Federal 


Income and D. C. Gross Receipts Taxes 


[10] The adjustments for overac- 
crual for Federal income and D. C. 
income taxes for the years 1942 and 
1943 represent the difference between 
the amount accrued on the books of 
the Company and the tax liability re- 
flected on the returns filed by it. The 


Company contends that these adjust- 


ments are improper because the re- 
turns filed have not been audited by 
the Bureau of Internal Revenue. It 
is entirely possible that an audit by 
the Internal Revenue Bureau would 
result in an upward revision of the 
tax liability indicated by the return. 
It is also possible that the liability may 
be lowered. The fact remains, how- 
ever, that the returns filed by the Com- 
pany represent its best estimate of its 
liability for Federal income and excess 
profits taxes; and there certainly can 
be no justification for including in 
operating revenue deductions a tax 
liability greater than the Company’s 
own best estimate. The adjustment 
of the overaccrual for Federal income 
taxes for the year 1944 covers the dif- 
ference between the taxes accrued on 
the books and a preliminary estimate 
of the tax liability prepared by the 
Company and made available to the 
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16,747.44 


$712,258.02 $565,767.19 $514,070.63 
staff of the Commission, inasmuch as 
the return for the year 1944 had not 
been filed at the time the adjustment 
was made. The Company complains 
of this adjustment because it was 
made before the return had been pre- 
pared. While this is a fact, it is in- 
teresting to note that a recent exam- 
ination of the return filed by the Com- 
pany for the year 1944 reveals that 
only a minor change in operating in- 
come would have resulted from the use 
of the actual return rather than the 
preliminary estimate. 

The Commission finds that the ad- 
justments for the overaccrual of Fed- 
eral and D. C. income taxes reflected 
in the foregoing tabulation are neces- 
sary to the determination of proper 
operating income during the periods 
involved. The income figures and ad- 
justments relating thereto for the 
years prior to 1944 are important 
primarily from a historical standpoint, 
since our determination will be predi- 
cated largely upon the results of 
operations for the year 1944. 

[11] Capital Transit also objects to 
the adjustments relating to the over- 
accrual of liability for injuries and 
damages, pointing out that only $427,- 
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000 was allowed for the year 1944 
while payments on liabilities incurred 
in 1943 and 1942 have amounted to 
$614,000 and $651,000, respectively, 
and that the liabilities of neither of 
those years have been completely liqui- 
dated. The Company has in the past 
estimated its liability for injuries and 
damages by applying a percentage to 
gross operating revenue. While this 
is a convenient method, it is not neces- 
sarily an accurate one. The Commis- 
sion’s witness made a very thorough 
study of the accident experience of the 
Company with respect to the periods 
during which the liabilities were paid 
out. His study indicated that the 


Company had consistently liquidated 
more than 50 per cent of the liability 
for injuries and damages during the 
year in which the accidents occurred, 
and that barring unusual conditions, 
the liability for the entire year could 


best be estimated by doubling the 
amount actually paid out for accidents 
occurring during the year. It appears 
that this method produces a more re- 
liable estimate than does the applica- 
tion of a percentage to gross revenue. 
The mere fact that the estimate for the 
year 1944 is less than the actual liabil- 
ity for preceding years has no signifi- 
cance in the absence of a showing that 
accidents during the year 1944 in- 
volved a probable comparable liability, 
which showing has not been made in 
this case. 

The Commission finds that the ad- 
justments of the estimates of the lia- 
bility for injuries and damages are 
necessary and proper in the determina- 
tion of operating income. The Com- 
mission further finds that future al- 
lowances for provisions for injuries 
and damages should be predicated on 


experience directly related to injuries 
and damages rather than on the appli- 
cation of an arbitrary percentage to 
gross revenue. 

[12] The only other income adjust- 
ment to which the Company objects 
is the one for the overaccrual of D. C. 
gross receipts tax. The book accrual 
for this tax represents 3 per cent of 
gross receipts during the current year. 
The Commission’s witness explained 
that the gross receipts tax is in effect 
a franchise tax for the privilege of do- 
ing business during a one-year period 
and that the basis for the tax is the 
gross receipts of the prior year. Mc- 
Elfresh’s adjustment for the year 
1942 was predicated on the use of 
gross receipts for the calendar year 
1941 as the base for a tax covering 
the year ended June 30, 1942. The 
adjustment for the year 1943 was 
made on the same basis but the wit- 
ness stated that, after these adjust- 
ments had been made, he determined 
that the gross receipts for the years 
1941 and 1942 should be the bases, 
respectively, for the tax for the calen- 
dar years 1942 and 1943. The proper 
procedure, he explained, would have 
resulted in adjustments twice as large 
as the ones actually made. The ad- 
justment for the year 1944 reflects in 
operating taxes 3 per cent of the gross 
receipts for the year 1943. A perusal 
of the Acts of Congress dealing with 
this question convinces the Commis- 
sion that the gross receipts tax for any 
given year is measured by the gross 
receipts of the preceding year. This 
view is in accord with the practice of 
the assessor for the District of Colum- 
bia, who is responsible for the admin- 
istration of the tax statute. The 
Commission finds that the adjustment 
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for the overaccrual of D. C. gross re- 
ceipts tax for the year 1944 is proper. 

After giving effect to the foregoing 
adjustments, the net operating in- 
come of the Company during the year 
1944 amounted to $2,622,060.24. 
This figure, however, does not reflect 
the additional provision of $300,000 
for depreciation hereinabove found to 
be necessary. The Commission finds 
that the adjusted net operating income 
of the Company for the year 1944 is 
$2,322,060.24. 


Return to the Company 

Evidence on the subject of the re- 
turn to be allowed Capital Transit was 
introduced for the Commission by 
McElfresh, and for Capital Transit 
by William C. Gilman, Consulting 
Engineer. 

On this subject, testimony was in- 
troduced by both witnesses with 
respect to the results of past operations 
of the Company, its current operations 
and its prospects for the future, the 
historical as well as the current cost of 
capital, and the position occupied by 
the securities of Capital Transit in re- 
lation to the securities of other transit 
companies and of electric and gas util- 
ity companies. 

Following the procedure adopted by 
the Commission in two recent major 
cases,® both witnesses introduced tes- 
timony relating to the cost of capital 
of Capital Transit. 

During the year 1944, Capital 
Transit arranged for the refinancing 
of its long-term debt. The actual re- 
financing was not consummated until 
January, 1945. However, as the re- 
sulting simplified debt structure af- 

2Re Washington Gas Light Co. 


1943) 53 PUR(NS) 321; Re Potomac Elec- 
tric Power Co. (DC 1944) 55 PUR(NS) 65. 


@ PUR(NS) 





fords the most accurate indication of 
the cost of this type of capital for the 
future, McElfresh computed the cost 
of long-term debt capital as of Decem- 
ber 31, 1944, after giving effect to 
the consummation of the refinanc- 
ing. 

In arriving at the amount of long- 
term debt capital actually invested, 
McElfresh deducted from the principal 
amount of the outstanding debt that 
portion of the unamortized discount 
and expense applicable to the refund- 
ed issues and the premiums and dupli- 
cate interest paid in connection with 
the redemption of such refunded is- 
sues which the Company proposes to 
write off immediately because of the in- 
come tax savings to be realized by rea- 
son of the refinancing. 

The remaining expenses applicable 
to the refunded issues were treated by 
McElfresh as a continuing cost of the 
refunded issues over the unexpired life 
of such issues. This is in accord with 
the treatment of these expenses by the 
Company in the refinancing case here- 
inabove referred to. This treatment 
differs from that approved by the 
Commission in the two cases previous- 
ly mentioned. In this case, however, 
the Commission is of the opinion that 
a shorter amortization period for a 
portion of the expenses of refinancing 
is proper because of conditions pecu- 
liar to the transit industry, even 
though the cost of debt capital will be 
slightly higher for a short period. Dis- 
count and expense applicable to the 
new issue were spread over the life of 
the new issue. 

The annual cost of long-term debt, 
consisting of interest and the amortiza- 
tion of expenses as described above, 
related to the invested debt capital, re- 
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sulted in an annual cost of 4.20 per 
cent. 

Gilman reviewed the calculations 
made by McElfresh in the determina- 
tion of cost of long-term debt capital 
and adopted, for the purposes of his 
study of cost of capital, the result 
reached, or 4.20 per cent. 


The long-term debt of Capital 
Transit outstanding on December 31, 
1944, after giving effect to the re- 
financing consummated on January 
31, 1945, and the annual cost, by is- 
sues, is set forth below: 


Annual Cost of Long-term Debt as at December 31, 1944 
(Giving effect to refinancing consummated on January 31, 1945) 


Series A, 
4% Refund- 
ing Bonds 


Maturity Value $12,500,000.00 


Bank 

Loan Other 
Agreement Obligations 
$2,500,000.00  $2,514,556.86 


Total 
$17,514,556.86 





Deduct : 

Unamortized Discount and Ex- 
pense—Refunded Issues 

Call Premium—Refunded Issues 

Duplicate Interest—Refunded 
Issue 

Discount—Refunding Issues ... 

Expense—Refunding Issues ... 


101,041.05 
249,368.40 


682,991.07 
187,500.00 
160,200.00 


12,071.00 
16,182.67 


113,112.05 
265,551.07 


682,991.07 
187,500.00 


4,800.00 165,000.00 





$1,381,100.52 
879,461.48 


1 
Less—Immediate Write Off .. 


$4,800.00 $28,253.67 


22,004.43 


$1,414,154.19 
901,465.91 





501,639.04 


Annual Amortization 66,918.66 


4,800.00 
1,728.00 


6,249.24 
1,271.28 


512,688.28 
69,917.94 





Unamortized Balance 434,720.38 


3,072.00 4,977.96 442,770.34 





Invested Capital $12,065,279.62 


$2,496,928.00  $2,509,578.90 $17,071,786.52 








Annual Cost: 
Interest wees i 
Annual Amortization of Dis- 


count & Expense 66,918.66 


66,250.00 
1,728.00 


80,076.14 
1,271.28 


646,326.14 
69,917.94 





Total Annual Cost $566,918.66 


$67,978.00 $81,347.42 $716,244.08 








Per cent of Invested Capital .... 4.70 


The Commission finds that, for the 
purposes of this proceeding, the cost 
of long-term debt capital of Capital 
Transit is 4.20 per cent. 

McElfresh introduced testimony on 
various financial ratios of the Com- 
pany, including earnings-price ratios 
and dividend-price ratios, for the 
years 1934 to 1944, inclusive. He 
also testified to the effect that his 
studies of statistical data relating to 
other transit companies disclosed that, 
due to the uncertainties inherent in 


[2] 17 


2.72 3.24 4.20 


the transit industry during the period 
under review, such data were wholly 
unreliable as a guide in the present 
proceeding. McElfresh also pointed 
out the unreliability of earnings-price 
ratios when there exists a wide dis- 
parity between earnings and dividends. 
Earnings-price ratios applicable to the 
stock of Capital Transit ranged from 
a low of 1.86 in 1936 to 44.13 in.1942. 
Dividend-price ratios ranged from 
3.79 in 1934 to 7.87 in 1942. 

In his consideration of the amount 
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of common stock equity actually in- 
vested in the business, McElfresh ad- 
justed the recorded book figure of 
$32,282,005.52 at December 31, 1944, 
to $20,555,327.48, principally by the 
elimination of the $14,205,388.40 dif- 
ference between recorded cost and 
original cost of road and equipment 
and the restoration of overaccruals for 
taxes, injuries and damages, etc. 

After considering all pertinent fac- 
tors, McElfresh expressed the opinion 
that in his judgment 11 per cent would 
constitute a fair return on the common 
stock equity actually invested in the 
business. 

The application of 4.20 per cent as 
the cost of debt capital, and 11 per 
cent as a fair rate of return on com- 
mon stock equity, produced an over- 
all cost of capital of 7.91 per cent, 
which he rounded out to 8 per cent 


and expressed his opinion that this 
would constitute a fair rate of return 
for the Company. 

[13, 14] Gilman also presented 
studies of earnings-price ratios and 
testified with respect to a considerable 


amount of analytical data. The rec- 
ord shows that he took into consid- 
eration, among other factors, the posi- 
tion occupied by Capital Transit, its 
historical cost of capital, the attitude 
of investors towards securities of 
transit companies, and the market rec- 
ord of the Company’s common stock 
over a 10-year period. After weight- 
ing the earnings-price ratios applicable 
to the stock for the years 1935-1944, 
inclusive, Gilman arrived at a weight- 
ed average earnings-price ratio of 
23.5 per cent, which, in his opinion, 
is indicative of the investor appeal of 
this stock over a period of years. Gil- 
man applied his weighted average of 
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23.5 per cent to the entire amount of 
common stock equity reflected on the 
Company’s books. 

Coupling the cost of long-term debt 
capital, or 4.2 per cent, with the rate 
of return of 23.5 per cent on common 
stock equity (unadjusted), Gilman 
arrived at an over-all cost of capital of 
16.6 per cent. He apparently discard- 
ed this figure and expressed his judg- 
ment that 10 per cent constitutes a 
fair rate of return to the Company, 
based upon an assumed capitalization 
of 50 per cent bonds at an annual cost 
of 4 per cent and 50 per cent equity 
capital at an allowance of 16 per cent. 

In the opinion of the Commission, 
the conclusions of Gilman with respect 
to a fair rate of return on equity cap- 
ital must be rejected for two principal 
reasons. In the first place, while the 
substance of Gilman’s testimony indi- 
cates that in his opinion investors in 
transit company securities look prima- 
rily to the amount they might expect 
to receive as dividends, and discount 
present high earnings as being beyond 
their reach, he ignores dividend-price 
ratios entirely. Secondly, he has ap- 
plied his average weighted ratio to the 
entire common stock equity on the 
books of the Company, which, as the 
record shows, contains a substantial 
amount that does not represent true 
investment in the business of the Com- 
pany. Such treatment violates the 
basic principle of a cost of capital 
study; which is, that the cost must be 
calculated on and applied to the dol- 
lars actually invested in the business. 

[15] The testimony of McElfresh 
and Gilman, in the main, particularly 
with respect to the question of com- 
mon stock equity, is in the nature of 
argument or opinion and the weight to 
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be given it depends upon the Commis- 
sion’s estimate of the reasonableness 
of their conclusions and the force of 
their reasoning. The Commission is 
not bound by the opinion of these ex- 
perts.* While, as previously indicated, 
the experts are in accord as to the cost 
of long-term debt capital, they do not 
agree on the question of return on 
common stock equity. Neither wit- 
ness relied wholly on the statistics in 
arriving at his opinion on a fair re- 
turn on common stock equity. 

In this situation, the Commission 
is, and should be, free to exercise its 
informed judgment in the light of all 
the facts of record and the Commis- 
sion’s experience in utility matters. 

[16] The Commission has already 
found that the net operating income of 
the Company for the year 1944 
amounts to $2,322,060.24. This 
represents a return of 7.29 per cent on 
the weighted rate base of $31,849,- 
279 * for the year 1944, calculated as 
follows : 


Road and Equipment at 12-31-43 $46,397,363 
Net Additions—Year Ended 12- 
241,990 


31-44 Weighted 
$46,639,353 


Road and Equipment Weighted .. 
Accrued Depreciation 

12-31-43 $14,785,070 
Accrued Depreciation 

less charges to the 

reserve during 1944 

weighted 5 


15,702,588 


Road and Equipment Depreciated 
and Weighted 30,936,765 
Materials and Supplies Average 
of Monthly Balances 1944 912,514 


Rate Base for the Year 1944 $31,849,279 


It will be noted that the rate base 
as thus determined is stated on a de- 
preciated original cost basis, thus re- 
flecting only the actual investment 
therein. It contains no inflationary 
items. 

The operating income above-cited 
provides a return on the common stock 
equity invested in the rate base of 9.78 
per cent. 

The earnings history of the Com- 
pany since its incorporation reflects 
wide fluctuations, the return earned 
ranging from a low of 2.78 per cent in 
1936 to a high of 9.68 per cent in 
1942, based upon adjusted income and 
rate base figures presented by the 
Commission witness in this proceed- 
ing. 

The operating revenues increased 
from $8,457,601 in 1934 to $27,734,- 
842 in 1944. The principal improve- 
ment has been experienced since the 
year 1940, during which period the 
operating revenues have more than 
doubled. 

The increase in the net operating 
income of the Company and likewise 
the return earned has not been as sub- 
stantial as the increase in gross rev- 
enues. Increased operating expenses 
and particularly the increase in Fed- 
eral income and excess profits taxes 
have absorbed a major portion of the 
increase in gross revenues. For ex- 
ample, of the $8,000,000 increase in 
operating revenues in 1942 over 1941, 
only $1,140,000 was reflected in in- 
creased net operating income and this 





8 Market Street R. Co. v. California R. 
Commission (1945) 324 US —, 89 L ed —, 
38 | PUR(NS) 18, 65 S Ct 770. 

4 The unweighted rate base as of December 
31, 1944, is $31,511,971.95, embracing the fol- 
lowing : 
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Road & Equiprent $46,527,117.44 
Accrued Depreciation 15,929,391.80 
Road & Equipment, Depreciated 30, ’597, 725.64 
Materials & Supplies ‘91 4,246. 31 


$31,511,971.95 

5Includes additional provision of $300,000 
(weighted) hereinbefore ine to be neces- 
Sary. 
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amount would have been materially 
lowered had it not been for the carry- 
forward provisions of the excess 
profits tax law. 

In the light of the foregoing and 
all the facts of record, the Commission 
finds that the return of the Company 
for the year 1944 is fair and reason- 
able. 


Conclusion 

The Commission concludes and 
finds that, under present and reason- 
ably anticipated conditions, the exist- 
ing fare structure of Capital Transit 
is fair, reasonable and nondiscrimina- 
tory. In so finding, the Commission 
has been influenced by the Company’s 
past earning history, coupled with the 
many uncertainties facing the Com- 
pany with respect to postwar opera- 
tions. 

It is doubtful that the Company can 


maintain its business or earnings at 


present levels. Various factors, such 
as increased automobile travel upon 
the easing of present emergency re- 
strictions, a decrease in the number 
of employees in government service, 
and improvement in its manpower sit- 
uation which will permit full use of 
presently idle equipment and restora- 
tion of normal loading standards, all 
of which have been the subject of tes- 
timony in the present record, will have 
an adverse effect. 

The Commission also has in mind 
the arbitration proceedings presently 
being conducted with respect to wage 
increases sought by the employees of 
the Company. The record shows that 
a proposal made by the Company 
which would entail increased expenses 
of approximately $400,000 annually 
has been rejected by the employees. 

Judicial notice is taken of the re- 
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cent decision of the Supreme Court 
(The United States of America and 
Interstate Commerce Commission vy. 
Capital Transit Co. [1945] — US —, 
89 L ed —, 58 PUR(NS) 257, 65 
S Ct 1176) to the effect that Capital 
Transit must furnish bus transporta- 
tion to the Pentagon building at Dis- 
trict fares. The precise effect of this 
decision cannot now be determined, 
but it is obvious that it will result in 
a reduction in the operating income of 
the Company. According to reports 
filed with the Commission by the 
Company, gross revenues from the 
Pentagon operation amounted to 
$267,408.55 during the year 1944. 
A decrease in gross operating revenue 
of at least that amount can be expected 
during the twelve months beginning 
July 16, 1945 (the effective date of 
the I. C. C. order). 
An appropriate order will issue. 


ORDER 


A full public hearing having been 
held in the above-entitled proceeding 
and the Commission, upon considera- 
tion of the record, having issued its 
opinion containing its findings, con- 
clusion, and decision, which is attached 
hereto and made a part hereof, 

It is ordered that: 

Section 1. The original cost of the 
property of the Capital Transit Com- 
pany, for rate-making purposes, used 
and useful in public service as of De- 
cember 31, 1943, be $46,397,363. 

Section 2. The reserve for depre- 
ciation at December 31, 1943, for 
rate-making purposes, be $14,785,070. 

Section 3. The rate base for the 
year 1944, weighted, be $31,849,279, 
including working capital (material 
and supplies) of $912,514. 
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Section 4. The reserve for depre- 
ciation on the books of the Company 
as of December 31, 1944, be increased 
in the amount of $300,000 by a contra- 
debit to earned surplus; and that, 
within ten days from date hereof, such 
an entry be recorded on the books of 
the Company and a copy thereof sub- 
mitted to the Commission. 

Section 5. Effective January 1, 
1945, and until further order of the 
Commission, provision for deprecia- 
tion shall be made at the composite 
annual rate of 4.9 per cent of the orig- 
inal cost of depreciable property, plus 


$300,000; provided, that the rates of 
depreciation established by Order No. 
2468 (1943) 47 PUR(NS) 41, for 
busses and the so-called “P.C.C.” 
streetcars and the 6} per cent rate 
presently used for the so-called “Prov- 
idence” type streetcars shall remain 
in effect until further order of the 
Commission. 

Section 6. The rates of fare pres- 
ently charged on the streetcar and 
buslines of the Capital Transit Com- 
pany in the District of Columbia shall 
remain in effect until otherwise or- 
dered by the Commission. 
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Re Casco Castle Company 


— Me —, 42 A(2d) 43 
March 30, 1945 


\ XCEPTIONS to decree of Commission denying authority to 
discontinue water service; exceptions overruled. For Com- 
mission decision, see (1944) 54 PUR(NS) 196. 


Service, § 215 — Discontinuance — Statutory procedure — Commission approval. 


1. A public utility has no statutory right to discontinue service without 
the approval of the Commission, p. 22. 


Appeal and review, § 32 — Scope of review — Decree by Commission. 


2. Decrees issued by the Commission within the scope of the authority 
vested in it by statute are not subject to attack except for error of law and 


by the statutory procedure, p. 23. 


Constitutional law, § 6 — Estoppel to raise question — Invoking action under law. 
3. A company which has invoked action under a statute relating to Com- 
mission approval of service discontinuance cannot, upon being denied au- 
thority to discontinue, attack the constitutionality of the law in subsequent 


proceedings on its petition, p. 23. 


Service, § 231 — Discontinuance — Operating loss — Cost of improvements. 
4, Exceptions to a Commission decree denying approval for discontinuance 
of service, in reliance on the alleged fact that operation of the plant after 
completion of improvements ordered by the Commission will not yield a 
reasonable return, are not sustained when no evidence is presented to estab- 
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lish the amount of capital the improvements would involve, while there 
is proof that in recent years net revenues, after depreciation, ranged be- 
tween 1.6 per cent and 10.8 per cent, with an average in excess of 4 per 


cent, p. 25. 


Appeal and review, § 32 — Conclusiveness of Commission findings. 
5. Facts are for the consideration and determination of the Commission, 
its findings of fact ere final if supported by any substantial evidence, and 
it is a question of law reviewable under the statute whether the record of 
testimony on which a particular finding is based contains such evidence, 


p. 25. 


Service, § 489 — Abandonment — Evidence of income and expenses. 


6. Evidence relating to past income and expense of a company seeking au- 
thority to abandon service, on the ground that after acquired improvements 
have been made the return would be inadequate, is material to the issue only 
so far as it tends to show future prospects, p. 26. 


Before Sturgis, C. J., and Thaxter, 
Hudson, Manser, Murchie, and Chap- 
man, JJ. 


APPEARANCES: Charles E. Gurney, 
of Portland, for petitioner; Paul L. 
Powers, of Freeport, for unnamed 
consumers; Hutchinson, Pierce, Con- 
nell, Atwood & Scribner, of Portland, 
for unnamed opponents. 


MourcuieE, J.: The bill of excep- 
tions which brings the proceedings 
here under consideration to this court 
was allowed by the chairman of the 
Public Utilities Commission on Au- 
gust 26, 1944, pursuant to the provi- 
sions of R.S. 1930, Chap 62, § 63, as 
amended, now found in R.S.1944, 
Chap 40, § 66. 

The petition which instituted the 
process is dated May 24, 1944, and 
was filed with the Commission in ac- 
cordance with Chap 155 of the Public 
Laws of 1933 (R.S.1944, Chap 40, 
§ 47) to secure approval for discon- 
tinuance of the service then being ren- 
dered to the public by the petitioner. 
It was denied by decree dated June 28, 
1944, 54 PUR(NS) 196, declaring 
that the petitioner had failed to sustain 
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the burden of proving facts that would 
warrant the approval sought. 
[1] The statute establishes no 


ground which will justify discontinu- 
ance of public service by a public util- 
ity as a matter of right but vests au- 
thority in the Commission to approve 


such action and in connection there- 
with to “impose such terms, condi- 
tions, or requirements as in_ its 
judgment are necessary to protect the 
public interest.” The procedure is 
compulsory for all public utilities, as 
defined in Chap 40 aforesaid, except 
those subject in that regard to the ju- 
risdiction of the Interstate Commerce 
Commission or acting by order of 
court in bankruptcy, foreclosure or 
receivership proceedings. 


The ground alleged by the petition- 
er relates to a decree entered by the 
Commission on May 17, 1944, which, 
according to the petition, ordered it 
to repair and replace its “source of 
supply, pumps, tanks, pipes, and other 
facilities.” Specifically the alleged jus- 
tification for discontinuing service is 
that the cost of the improvements or- 
dered would exceed any reasonable 
return thereon, whereby it was clearly 
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intended to assert that the net rev- 
enues to be derived from public serv- 
ice, after the improvements required 
by the order were installed, would be 
inadequate to yield a fair return on the 
reasonable value of the property used 
or required to be used in connection 
therewith, if valued with due regard 
to the capital invested in the plant and 
improvements. 

[2] The petitioner made no attempt 
to raise a question of law under the 
statute to which it has resorted in this 
process concerning the decree of May 
17, 1944, but voted on May 23, 1944, 
first, to cease rendering service on 
July 1, 1944, and second, to seek au- 
thority to do so by filing the present 
petition. Its first two exceptions to 
the decree entered thereon allege error 
of law in rulings that a public utility 
“upon due notice” to its customers, 


“may not lawfully withdraw its prop- 
erty from public use and discontinue 
its public service” and “may not dis- 
continue its public service without the 
consent of the Commission” because 
such action is required by the terms of 
P.L.1933, Chap 155 (now R.S.1944, 


Chap 40, § 47). These exceptions 
contain no allegation, nor does counsel 
for the petitioner argue, that the Com- 
mission in refusing to approve the 
voted discontinuance of service abused 
the discretionary authority intended to 
be vested in it by the legislation. The 
cause was presented and argued on 
these exceptions on the theory that the 
statute purports to impose a regula- 
tion on public utilities that is unwar- 
ranted unless the statute is adminis- 
tered with recognition of the right of 
a utility to withdraw its property from 
any service that, in the opinion of its 
owners, will not yield a reasonable re- 


23 


turn on its value. The obvious pur- 
pose of the petitioner’s decision to dis- 
continue its services, as of the pro- 
ceedings to which the exceptions re- 
late, is to nullify the decree of May 
17, 1944, without establishing that 
error of law is involved therein. Such 
a result may be accomplished by any 
appropriate procedure for a decree is- 
sued by the Commission which is out- 
side the scope of the authority vested 
in it by statute, because such a decree 
has no validity, S. D. Warren Co. v. 
Maine C. R. Co. (1926) 126 Me 23, 
25, 135 Atl 526, 528, but it has been 
adjudicated in several cases that de- 
crees issued within that scope are not 
subject to attack except for error of 
law and by the statutory procedure 
which has been invoked against the 
present decree. Hamilton v. Caribou 
Water, Light & P. Co. 121 Me 422, 
423, PUR1922E 801, 117 Atl 582, 
583; S. D. Warren Co. v. Maine C. 
R. Co., supra; Stoddard v. Public Util- 
ities Commission (1941) 137 Me 320, 
39 PUR(NS) 514, 19 A(2d) 427. 
[3] The principle declared in these 
cases requires that all of the exceptions 
here presented be overruled on the 
ground that they present an attempt to 
avoid the effect of a decree of the Pub- 
lic Utilities Commission without com- 
pliance with the provisions of R.S. 
1930, Chap 62, § 63, as amended by 
P.L.1931, Chap 116 and P.L.1933, 
Chap 6 (now found in R.S.1944, 
Chap 40, § 66), unless P.L.1933, 
Chap 155 (now R.S.1944, Chap 40, 
§ 47) provides a statutory method for 
indirect attack on Commission action, 
available as an alternative to raising a 
question of law against a decree affect- 
ing a utility entitled to discontinue its 
public service with the approval of the 
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Commission. Petitioner argued the 
two exceptions which have been quot- 
ed in their pertinent parts on the dual 
ground that a public utility has an ab- 
solute right to discontinue its public 
service at will and that the statute pur- 
porting to vest regulatory authority 
over such action in the Public Utili- 
ties Commission is unconstitutional if 
it contravenes that right. Reliance for 
the latter ground is on the Fourteenth 
Amendment to the Constitution of 
the United States and the contention 
must be summarily dismissed on the 
authority of the Supreme Court of the 
United States, on which point it seems 
unnecessary to cite anything more 
than United Fuel Gas Co. v. Kentucky 
R. Commission, 278 US 300, 73 
L ed 390, PURI1929A 433, 49 S Ct 
150, 152, where the present Chief 
Justice declared it to be a rule of the 
court, consistently applied, “that one 
who has invoked action by state courts 
or authorities under state statutes may 
not later, when dissatisfied with the 
result, assail their action on the the- 
ory that the statutes under which the 
action was taken offend against the 
Constitution of the United States.” 


Since the petitioner sought approval 
for its voted discontinuance of service 
under the statute, it does not lie with- 
in its power, that approval being 
denied, to attack the constitutionality 
of the law in subsequent proceedings 
on its petition. 

In support of its contention that the 
right of discontinuance of public serv- 
ice by a public utility is a matter of 
absolute right the petitioner cites de- 
cisions of the United States Supreme 
Court which recognize that there are 
circumstances which will justify the 
withdrawal of property devoted to pub- 
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lic service from such a use. From two 
cases language is quoted which carries 
implication that the issue is for de- 
termination by the property owner. 
In Munn v. Illinois (1877) 94 US 
113, 126, 24 L ed 77, Mr. Chief 
Justice Waite speaking for a majority 
of the court declared that although one 
who devoted his property to public 
service granted the public a right 
therein and must submit to control for 
the common good: “He may with- 
draw his grant by discontinuing the 
use.” 

This statement was quoted by Chief 
Justice Taft in a case involving the 
validity of a statute intended to regu- 
late wages and terms of employment 
in industry covering a wider field than 
public service. Chas. Wolff Packing 
Co. v. Court of Industrial Relations 
of Kansas, 262 US 522, 67 L ed 1103, 
PURI1923D 746, 43 S Ct 630, 27 
ALR 1280. Neither case dealt with 
legislation designed to safeguard the 
public interest in proceedings having 
to do with the abandonment of public 
service. 

The additional cases cited by the pe- 
titioner treat the right of abandon- 
ment of service as one dependent on 
facts rather than on the will of the 
owner of the property. In Brooks- 
Scanlon Co. v. Louisiana R. Commis- 
sion, 251 US 396, 64 L ed 323, PUR 
1920C 579, 40 S Ct 183, 184, it was 
held that a railroad might discontinue 
a service that could “be kept up only 
at a loss.” The opinion cites the 
Munn Case and substantially quotes 
its language relative to the withdrawal 
of property from the grant of a public 
use. Adjudication is plain that a law 
purporting to vest power in a regula- 
tory body to enforce operation of a 
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public service at a loss would infringe 
the Constitution of the United States. 
The opinions in the Brooks-Scanlon 
Case and in the later decision of Erie 
R. Co. v. Public Utility Comrs. 254 
US 394, 65 L ed 322, PUR1921C 143, 
41 S Ct 169, were written by Mr. Jus- 
tice Holmes, the former with unan- 
imous concurrence and the latter with 
the Chief Justice and two of the asso- 
ciates dissenting without opinion, In 
the latter, it is true, the principle is 
declared in language referring to the 
absence of profit rather than the pres- 
ence of loss but the citation of the 
Brooks-Scanlon Case on the point car- 
ries clear indication that no change or 
enlargement of the principle earlier 
declared was intended. 

Later decisions make this crystal 
clear. In Bullock v. Florida ex rel. 
Railroad Commission, 254 US 513, 
65 Led 380, PUR1921B 507, 41S Ct 
193, 194 (decided two weeks after 
the decision in the Erie Railroad Case, 
supra) the Brooks-Scanlon Case is in- 
terpreted as representing the principle 
that the owners of a property devoted 
to a public use “are not bound to go 
on with it at a loss if there is no rea- 
sonable prospect of profitable opera- 
tion in the future.” In Texas R. Com- 
mission v. Eastern Texas R. Co. 264 
US 79, 68 L ed 569, PUR1924C 407, 
44 S Ct 247, 249, the same thought is 
expressed in the words that “if at any 
time it develops with reasonable cer- 
tainty that future operation must be at 
a loss, the company may discontinue 
operation.” In this opinion the 
Brooks-Scanlon Case was again cited 
and stated in terms which show that 
the controlling consideration was the 
impropriety of compelling service “at 
a loss.” 


[4] Neither petitioner’s allegations 
nor its proof meets the requirements 
of these cases. The fact relied on is 
that operation of an improved plant 
will not yield a reasonable return but 
no evidence was presented to establish 
the amount of capital the improve- 
ments would involve. Proof was that 
in ten years of operation ending on 
December 31, 1942, net revenues, after 
depreciation, had ranged between 1.6 
per cent and 10.8 per cent, with an 
average in excess of 4 per cent accord- 
ing to petitioner’s own accounting and 
on its own conception of plant value. 
That accounting, it is true, showed an 
apparent operating loss of slightly 
more than $200 in 1943 but the 
operating expenses in that year were 
more than $500 in excess of the aver- 
age for the preceding nine years and 
included a single item of repairs, 
greater than the loss, which had no 
counterpart in earlier years. 

[5] The first two alleged exceptions 
present no bases for establishing error 
in the Commission decree. The addi- 
tional ones cannot be interpreted as 
raising a question of law although it 
is apparent that they were intended to 
assert that facts found by the Com- 
mission have no support in the testi- 
mony taken out at the hearing. It has 
already been decided in this court that 
in proceedings before the Public Uti- 
ities Commission facts are for the con- 
sideration and determination of the 
Commission, that its findings of fact 
are final if supported by any substan- 
tial evidence and that it is a question 
of law, reviewable under R.S.1944, 
Chap 40, § 66, whether the record of 
testimony on which a particular find- 
ing is based contains such evidence. 
Hamilton v. Caribou Water, Light & 
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P. Co., supra; Gilman v. Somerset 
Farmers’ Co-Op. Teleph. Co. 129 Me 
243, PURI930E 362, 151 Ati 440. 
The first of these cases outlines pro- 
cedure for the guidance of parties in- 
volved in hearings before the Com- 
mission who may desire to raise issues 
of fact. It was there stated and we 
now repeat that, “it is the 
duty of the Commission if re- 
quested to set forth in its or- 
ders the facts on which its 
order is based.” 

It was said on that occasion that if 
this was not done the statutory remedy 
for errors of law in that regard might 
be rendered futile. The rule of prac- 
tice thus declared was affirmed in 
Public Utilities Commission v. Lewis- 
ton Water Comrs. (1924) 123 Me 
389, 123 Atl 177. See also Mitchell 
v. Mitchell (1940) 136 Me 406, 11 A 


(2d) 898, where it was recognized as 
applicable in its proper field although 
not in the process then before the court. 
As it was in the Hamilton Case, so is 


it in this one. We cannot determine 
on the record that a finding that “rev- 
enues have in the past been adequate,” 
the factual finding complained of in 
the third alleged exception, was 
erroneous because the Commission did 
not find and was not requested to find 
as facts either operating revenues or 
operating expenses. The question of 


adequacy or reasonableness would de-. 
pend on the money spread between the 
one and the other and the rate of re- 
turn it represented on the value of the 
property. The question of value is an 
additional fact concerning which no 
finding was made or requested. 

[6] The fourth and final exception 
challenges language of the Commis- 
sion declaring that: “ ‘The evidence 
presented relating to past income and 
expenses is material to the issue only 
so far as it tends to show the future 
prospects.”” (54 PUR(NS) at p. 
207.) 

This is consistent with the claim 
asserted under the first and second ex- 
ceptions and seems to disclose that the 
petitioner was not seeking approval of 
its abandonment of service on the 
basis of facts it had the burden of es- 
tablishing by proof but rather that it 
relied solely on the language hereinbe- 
fore quoted from Munn v. Illinois, 
supra, although the filing of its peti- 
tion recognized the validity of legisla- 
tion imposing regulation on the right 
of withdrawal. If the evidence to 
which the fourth exception relates was 
not material to show future prospects, 
then the record contains no testimony, 
either direct or indirect, to support the 
allegation of the petition. There is no 
merit in the exception. 

Exceptions overruled. 
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CALIFORNIA RAILROAD COMMISSION 


J. V. McAfee et al. 


Pacific Gas & Wlectric Company 


Case No. 4717 


City of Richmond et al. 


Pacific Gas & Moric Company 


Case No. 4748 
Decision No. 37765 
April 3, 1945 


Ppa to require electric utility to alter rate zone 
A classification for service in certain cities; classification 
changed. 


Rates, § 321 — Electric — Zones — Customer density. 
1. Customer density is an important factor in the zoning scheme of elec- 
tric rate classification, but the number of customers per mile of line is 
merely a convenient index which, when properly interpreted or adjusted, 
may reasonably be used as one measure of cost to render service, and hence 
one measure of the level of rates to be charged for the service when rates 
are fixed on a cost basis, p. 31. 

Rates, § 321 — Electric — Determination of zones. 


2. The ultimate determination of proper zoning for electric rate classifica- 
tions is not alone dependent upon population, density, location, competitive 
conditions, value of service, incorporated or unincorporated territory, past 
rate history, or cost to serve, but a weighing of these and other items as 
judgment dictates under the particular circumstances, p. 32. 


> 


APPEARANCES: Thomas M. Carl-_ uel A. Mello, and J. H. Crawford, for 
son, City Attorney, and J. A. McVit- the town of San Pablo; W. D. Mac- 
tie, City Manager, for city of Rich- Kay and L. H. Stewart, for complain- 
mond; Clifford C. Anglim, City At- ants in Case No. 4717. 
torney, for city of El Cerrito; R. W. CriarK, Commissioner: These are 
DuVal, for the Pacific Gas and Elec- two complaints, brought against the 
tric Company; J. E. Christensen, Man- Pacific Gas and Electric Company, 
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which petition the Railroad Commis- 
sion to require the defendant utility to 
alter its rate zone classification for 
electric service in the cities of Rich- 
mond and El Cerrito.’ No repara- 
tions are involved. 

The first-named complaint (Case 
No. 4717) was brought in the name 
of four customers of defendant in the 
city of Richmond under § 19® of the 
Public Utilities Act. The second 
complaint, that of the cities of Rich- 
mond and El Cerrito, was filed at a 
later date and, because it was brought 
by a municipality,® its prayer for re- 
lief was not limited to discrimination 
under § 19 but was broadened to cov- 
er the reasonableness of the rate classi- 
fication within the meaning of § 13 * 
of the Public Utilities Act. Both 


cases were heard together and it was 
agreed that both could be joined for 


decision. 

Public hearings were held in Rich- 
mond on October 16 and December 18, 
and in San Francisco on December 19, 
1944, and the matters were submitted 
for decision on oral argument at the 


close of the latter hearing. In all, 
forty exhibits were introduced in evi- 
dence and extensive testimony was 
presented. 


The Rate Zoning in Challenge 

The rate classifications complained 
of are limited ° to four in number and 
are: 


Schedule C-3 —Commercial Light and 
Power 


Schedule D-3 —Domestic Service 

Schedule L-3 —Light and Power Service 

Schedule DA-3—Domestic Service—Apart- 
ment House. 

The record shows that for the 
above classes of service the rate serv- 
ice areas of the Pacific Gas and Elec- 
tric Company have been divided into 
six rate zones. These are: 

Zone 1—San Francisco and the six 
East Bay cities of Oakland, Berkeley, 
Piedmont, Emeryville, San Leandro 
and Albany; 

Zone 2—The five cities of Sacra- 
mento, San Jose, Stockton, Fresno, 
and Bakersfield; 

Zone 3—Other incorporated cities 
of approximately 5,000 and more than 
2,000 customers, which now include 








1The unincorporated community of San 
Pablo, adjoining Richmond on the north and 
west, made a verbal statement, through its 
representatives, asking that its rate zoning be 
changed (now in Zone 6). Since San Pablo 
is not a party to the instant complaints, its 
request can not here be considered. 

Section 19 reads: “No public utility shall, 
as to rates, charges, service facilities, or in 
any other respect, make or grant any prefer- 
ence or advantage to any corporation or per- 
son or subject any corporation or person to 
any prejudice or disadvantage. © public 
utility shall establish or maintain any unrea- 
sonable difference as to rates, charges, serv- 
ice, facilities or in any other respect, either 
as between localities or as between classes 
of service. The Commission shall have the 
power to deterr.ine any question of fact aris- 
ing under this section.” 

Section 60 of the Public Utilities Act pro- 
vides that a complaint involving the reasona- 
bleness of any rate or charge must, among 
other things, brought by proper represen- 
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tatives of a city or county or “signed by not 
less than twenty-five consumers or purchasers 
or prospective consumers or purchasers” of 
the utility service complained of. 

#Section 13(a) provides: “All charges 
made, demanded or received by any public 
utility, or by any two or more public utilities, 
for any product or commodity furnished or to 
be furnished or any service rendered or to be 
rendered shall be just and reasonable. Every 
unjust or unreasonable charge made, demand- 
ed or received for such product or commodity 
or service is hereby prohibited and declared 
unlawful.” 

5 For the other classes of service, such as 
rendered under the “P” series for power, the 
rate level is generally the same on a system- 
wide basis. ‘ 

6 There are certain minor exceptions, since 
some of the more isolated areas carry s 
ratio zonings. For example, the electric serv- 
ice rendered in the "igo ¢ of Humboldt is an 
area where different a higher classifica- 
tion prevails. 
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the cities of Burlingame, Chico, Daly 
City, El Cerrito, Hayward, Madera, 
Martinez, Marysville, Merced, Mon- 
terey, Napa, Pacific Grove, Petaluma, 
Pittsburg, Redwood City, Richmond, 
Salinas, San Anselmo, San Mateo, San 
Rafael, Santa Rosa, Selma, South San 
Francisco, and Woodland; 

Zone 4—Balance of incorporated 
cities ; 

Zone 5—Unincorporated areas hav- 
ing urban characteristics : 

(a) Unincorporated towns 

(b) Fringe areas adjacent to in- 
corporated cities 

Zone 6—All other unincorporated 
areas. 

The cities of Richmond and EI Cer- 
rito are now classified as Zone 3 cities. 

Testimony and exhibits introduced 
show that Zone 3 rates are higher than 
Zone 1 rates by 10 cents per meter per 
month, in the fixed service charge, on 
the “D” and “L” schedules and 20 
cents on the “C” schedules. The kilo- 
watt-hour charge is also higher, de- 
pending upon the usage.” 


Contentions of Complainants 

It was complainants’ contention that 
Richmond and El Cerrito had not 
only reached a size and population 
growth that justified a Zone 1 rate 
classification but likewise an analysis 
of those factors dealing with electric 


service and use would substantiate 
such a regrouping. It was further 
contended that, because of the geo- 
graphic relationship of Richmond and 
El Cerrito with the other six East 
Bay Zone 1 cities, these two cities 
should be similarly classified. In sup- 
port of the last contention, maps were 
introduced to show that Richmond 
and El! Cerrito, along with the other 
six East Bay cities, were one continu- 
ous built-up area. 

In further support for reclassifica- 
tion, it was pointed out that Richmond 
had grown in population from 23,642 
persons in 1940 to 93,738 in 1943 and 
that El Cerrito had similarly increased 
from 6,137 to 16,624. In addition, 
there were introduced several other 
higher estimates of populations. For 
instance, City Attorney Thomas M. 
Carlson, who has served the city more 
than fourteen years, testified that, 
based upon his knowledge of building 
permits, housing statistics and other 
related matters, a very considerable 
growth had taken place since 1943. 
It was his opinion that in September, 
1944, the combined population of both 
cities was not less than 165,000. 

A consulting engineer presented 
figures for the city. of Richmond which 
showed that the population density 
had increased from 1,782 to 6,605 
persons per square mile, or 270 per 





7™For example: 
Domestic Service: 
40 kw. hr. are 22 cents higher in Zone 3 
as compared to Zone 1 or 13.8% 
100 kw. hr. are 34 cents higher in Zone 3 
as compared to Zone 1 or 11.6% 
Commercial Lighting: 
kw. hr. are $0.70 higher in Zone 3 as 
compared to Zone 1 or 10.9% 
1,000 kw. hr. are $2.30 higher in Zone 3 as 
compared to Zone 1 or 8.4% 
Commercial Light and Power: 
00 kw. hr. are $2.20 higher in Zone 3 as 
compared to Zone 1 or 8.0% 


29 


3,000 kw. hr. are $4.20 higher in Zone 3 as 
compared to Zone 1 or 5.7% 

If Zone 3 billing above be compared to 
Zone 2 instead of Zone 1, then each of the 
higher billings shown for domestic and com- 
mercial lighting would be reduced by 10 cents. 
There would be no change for commercial 
light and power, as there is no Zone 2 classi- 
fication and Zone 1 applies to both Zones 1 
and 2 groups. 


8The 1940 figures are the official U. S. 
Census, whilé fhe 1943 figures are a special 
census. The latter were not challenged. 
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cent, compared to a 31 per cent in- 
crease in the six East Bay cities dur- 
ing the 1940-1943 period ; that of the 
gross electric receipts for all classes, in 
the eight East Bay cities here under 
discussion, Richmond and El Cerrito 
accounted for slightly less than 7 per 
cent in 1940 while this proportion had 
increased to approximately 20 per cent 
in 1943. 

A witness on behalf of the four 
complainants in Case No. 4717 like- 
wise presented statistics and testimony 
tending to show the more favorable 
characteristics of electric use in Rich- 
mond as compared to other cities with 
a lower rate zone classification. 


Position of Defendant Utility 

The defendant utility offered exten- 
sive exhibits and testimony in sub- 
stantiation of the present rate zone 
classification of Richmond and E] Cer- 
rito. Its presentation included the 
historical development of the present 
zoning plan and its sanction by Com- 
mission decisions. Its principal de- 
fense rested upon two points, namely, 
(1) that the present growth and popu- 
lation of the two complaining cities 
are believed to be temporary and due 
to the tremendous expansion in the in- 
dustrial war program centered around 
shipyard construction, and (2) that 
the most important factor in zoning 
is customer density (i.e., customers or 
meters per mile of line) under which 
criterion the two cities are below the 
average of the zoning they seek and, 
on this latter basis, are now correctly 
classified. 

Evidence presented showed that 
possibly 66 per cent of Richmond’s 
1943 population is in temporary fed- 
eral housing, while in all the six East 
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Bay Zone 1 cities such housing shel- 
ters less than 5 per cent, thus tending 
to show the more transitory nature of 
Richmond’s population. 

The following tabulation, based up- 
on defendant’s Exhibit No. 32, pre- 
sents the number of customers served 
(i.e., meters in service) and customers 
per mile of line (customer density) : 

Total 
Number 


Customers 
(Meters) 


Customers 
(Meters) 
Per Mile 

of Line 

Zone 1 

Albany 
Berkeley 
Piedmont 
Emeryville 
Oakland 

San Leandro 





Subtotal 


San Francisco 238,468 


.. 390,070 





Total Zone 1 .. 
Z 


one 2 
Bakersfield — Incor- 


Stockton 
San Jose 
Sacramento 


Total Zone 2 .... 
Zone 3 
Richmond (Excl. 20 
miles of tap lines).. 
El! Cerrito 
Average of Zone 3 (24 
cities) 





111,757 


Analysis of Record and Conclusions 
It may be said that the population 
statistics of Richmond and E1 Cerrito, 
based upon the 1940 census, namely, 
23,642 and 6,137, respectively, and 
93,738 and 16,624 based upon the 
special census in the fall of 1943, are 
acceptable to both the complainants 
and the defendant. Similarly, there 
was but little challenge to the higher 
estimates, for a period of one year 
later, testified to by City Attorney 
Carlson, that the combined population 
of the two cities was in the neighbor- 
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hood of 165,000, of which 140,000 
was assigned to Richmond. It is also 
of record that the population is still 
increasing and that additional homes 
and housing units are under construc- 
tion or under applications. The ex- 
tent to which new homes will be built 
to replace the temporary housing that 
will be dismantled after the war de- 
pends, to a considerable extent, upon 
the peacetime industrial activity of 
Richmond. The record justifies the 
statement that there will be a sharp 
reduction in the employment in the 
four shipyards, though at least one of 
the largest yards will continue as a 
peacetime enterprise. 

Mr. J. A. McVittie, for twenty-four 
years city manager of Richmond, tes- 
tified that in the recent years before 
the war, there was a very important 
industrial development quietly taking 
place in Richmond, which had not, 
because of time, had an opportunity to 
assert itself fully. He pointed out the 
large number of peacetime industrial 
firms that had selected Richmond for 
plant locations, as well as the large pre- 
war expenditures that had been made 
for port facilities. These, he conclud- 
ed, pointed to a sound diversified in- 
dustrial growth which should continue 
after the war, assuring Richmond a 
dominant place in shipping and in the 
industrial life of the San Francisco 
hay region. 

The record shows that some 60 per 
cent of the prewar working population 
lived outside Richmond and that today 
a portion of the one hundred odd 
thousand Richmond workers are stili 
nonresidents. It was the view of the 
city, that postwar Richmond will 
house a greater portion of its indus- 
trial workers and that within two years 


after the war it should have a popula- 
tion of at least 75,000.° 

It must be concluded from the evi- 
dence that while a portion of the pres- 
ent populations will be lost, neverthe- 
less the populations that may reason- 
ably be expected to remain and the ex- 
pected growth are certainly no barri- 
ers to the higher classification prayed 
for. The record likewise shows sev- 
eral cities now classed as Zones 1 and 
2 that are much smaller in population 
than the two complaining cities. 

[1] The matter of customer density 
is an important factor in the zoning 
scheme of rate classification. Obvi- 
ously, however, the number of cus- 
tomers per mile of line is merely a con- 
venient index which, when properly 
interpreted or adjusted, may reason- 
ably be used as one measure of cost to 
render the electric service and hence 
one measure of the level of rates to be 
charged for the service when rates are 
fixed on a cost basis. 

It is seen, from the tabulation here- 
tofore presented, that Richmond and 
El] Cerrito have 82.5 and 62.8 custom- 
ers per mile of line, respectively, com- 
pared to an average of 147.7 for the 
six East Bay cities in Zone 1 and about 
115.1 for the five cities in Zone 2. The 
24 cities in Zone 3, including the cities 
of Richmond and El Cerrito, average 
approximately 89.4. Thus it is seen 
that the two cities are somewhat lower 
than the average of the zone they are 
now in and very much lower than 
Zones 1 and 2. However, careful con- 
sideration of the same abnormal fac- 
tors, with respect to housing and in- 
dustrial activity, likewise makes the 
use of “customer density” figures, as 





® Defenc ant utility presented little or no evi- 
dence on these matters of population. 
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developed, misleading when used as 
the sole basis of comparison with other 
cities that have more normal charac- 
teristics. 

From the figures presented by de- 
fendant, it may be developed that for 
the Zone 1 East Bay cities the popula- 
tion per meter served is approximately 
3.6, while for Richmond and El Cer- 
rito the same computations show over 
7. This comes about because a com- 
paratively few meters in Richmond 
and El Cerrito serve a large number 
of consumers in the housing projects. 
It is true that “master metering” to 
housing projects automatically yield 
lower average rates; even so the high- 
er density in Richmond and EI Cerrito 
may not be fully reflected nor may 
there necessarily be an equitable dis- 
tribution of the benefits of lower unit 
costs to serve as between other cus- 
tomers. 

The, use of commercial service in 
Richmond is likewise considerably 
more than average when related to the 
“meter density figures” developed by 
defendant, due in part no doubt to the 
actual higher population density, as 
well as to that resulting from non- 
residential workers. 

The record shows that Richmond 
has a proportionately higher indus- 
trial load than the East Bay Zone 1 
cities. In establishing the zone classi- 
fication for Richmond, it would appear 
appropriate to accord the domestic and 
commercial customers some credit in 
cost to serve for this advantage, due to 
diversity and concentration of power 
load. 

[2] If the “density” statistics, by 
cities, be reéxamined, it will be seen 
that within any one zone there is a 
sharp variation. This is not surpris- 
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ing from a practical standpoint, for 
the ultimate determination as to what 
constitutes the proper zoning is not 
alone dependent upon population, nor 
density, nor location, nor competitive 
conditions, nor value of the service, 
nor whether incorporated or unincor- 
porated, nor past rate history, nor cost 
to serve, but a weighing of these and 
other items as judgment dictates un- 
der the particular circumstances ob- 
taining. 

In the instant case, the geographic 
position of Richmond and El Cerrito, 
in respect to the other incorporated 
East Bay cities, is important. When 
this is considered, along with the his- 
tory of rate development and the other 
characteristics, heretofore set forth, no 
other conclusion is possible but that a 
more favorable rate zone classification 
is justified. It is the conclusion at this 
time that the cities of Richmond and 
El Cerrito should be reclassified and 
placed in rate Zone 2. 

The order and findings that follow 
will conform to that permitted under 
the cities complaint. 

I recommend the following form of 
order : 


ORDER 


Public hearings having been held 
on the two complaints for a rezoning 
of certain electric rates in the cities of 
Richmond and El Cerrito, the matter 
having been submitted, and the Com- 
mission being fully advised in the 
premises ; 

It is hereby found that the present 
Zone 3 electric rate classification for 
the cities of Richmond and El Cerrito 
will result in an unreasonable differ- 
ence as to the rates and charges for 
the future, in respect to other rate 
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zone Classifications of the Pacific Gas It is hereby further ordered that 
and Electric Company, and after the Pacific Gas and Electric Company, 
effective date of this order Zone 2 beginning with meter readings taken 
rate classifications are found to be the on and after May 1, 1945, shall render 
reasonable and proper classifications bills and make charges for electric 
for the two named cities, therefore, service supplied in accordance with 

It is hereby ordered that the Pacific the rates set forth in the revised zone 
Gas and Electric Company shall refile classifications. In all other respects 
that part of its rate tariffs for com- the presently effective rate zone classi- 
mercial light and power, domestic fications shall remain unchanged. 
service, light and power service, and The effective date of this order shall 
domestic service—apartment house, be twenty days from the date hereof. 
in an appropriate manner so that the The foregoing opinion and order 
cities of Richmond and El Cerrito are hereby approved and filed as the 
shall be removed from the Zone 3 opinion and order of the Railroad 
dassification and shall be classified Commission of the state of Califor- 
with the Zone 2 cities; nia, 





CALIFORNIA RAILROAD COMMISSION 


Re California Water & Telephone 
Company 


Decision No. 37793, Application No. 26626 
April 10, 1945 


PPLICATION for authority to issue common and preferred 
d \ stock; granted subject to conditions. 


Corporations, § 18 — Voting rights — Preferred stock. 
A public utility company, authorized to issue and sell common stock and 
cumulative preferred stock, was required to amend its articles of incor- 
poration so as to confer upon holders of preferred stock voting rights equal 
to those of holders of common stock. 


+ 
APPEARANCES: Bacigalupi, Elkus Company asks permission to issue and 
& Salinger, by Herbert H. Salinger _ sell 9,672 shares of common stock, and 


and Charles DeY. Elkus, Jr., for ap- t© issue and sell and/or exchange 107,- 
000 shares of its cumulative preferred 


stock, $1.20 dividend series, at the 

By the Commission: In this appli- prices and for the purposes hereafter 
cation California Water & Telephone mentioned. 
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Applicant is engaged in the business 
of a public utility rendering water 
service for irrigation, domestic, in- 
dustrial, and public purposes in the 
cities of Chula Vista, National City, 
and Coronado and adjoining territory 
in the county of San Diego; in the 
cities of San Marino, San Gabriel, 
and unincorporated territory in Los 
Angeles county; and in the cities of 
Monterey, Pacific Grove, and Carmel, 
and certain unincorporated areas in 
the county of Monterey. Applicant is 
also engaged in the business of a pub- 
lic utility rendering telephone and 
telegraph service in the cities of Red- 
lands, Banning, Beaumont, Elsinore, 


Fixed Capital 
General Office 
Water Department 
Telephone Department 


Accounts Receivable 
Interest and Dividends Receivable 
Miscellaneous Investments 

U. S. Treasury Bonds 

Balance due on sale of nonoperating land 


Hemet, Murrietta, Palm Springs, 
Perris, San Jacinto, Temecula, Loma 
Linda, Moreno, and Yucaipa, and in 
certain unincorporated areas in the 
counties of Riverside and San 
Bernardino, and in the cities of San 
Fernando, Sierra Madre, and Mon. 
rovia, and in certain unincorporated 
areas in the county of Los Angeles 
Applicant is also serving water under 
contract for domestic, irrigation, and 
commercial purposes to The Dd 
Monte Properties Company in Mont- 
erey county. 

As of December 31, 1944, appli- 
cant’s assets and liabilities are reported 
as follows: 


Monterey Peninsula Division—Nonutility Property 
Nonoperating property—San Diego Bay Division 


Postwar Refund—Excess Profits Tax 
Material and Supplies 
P. id Expenses 


pen 
Unamortized Discount on Securities and Expense 


Other Suspense 
Construction Work in Progress 
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Capital Stock 
Common 
Preferred—6% Cumulative 
Bonds 
First Mortgage 3.60% Series due 1971 


24% Serial Note ($50,000 payable annually on November 22nd) 


Accounts Payable . 
Audited Vouchers and Unpaid Wages 
Consumer’s Deposits 
Miscellaneous Accounts Payable 


Accrued Interest 

Taxes Accrued 

Dividends Declared 

Service Billed in Advance 

Consumers’ Advances for Construction 
Donations in Aid of Construction 
Reserve for Depreciation 

Water Properties 

Telephone Properties 

Investment Properties 


Reserve for Amortization of Emergency Facilities 


Reserve for Uncollectible Accounts 


Capital Surplus (Excess of historical cost of properties acquired over cost to 


company net) 
Corporate Surplus 


For 1944, applicant reports operat- 
ing revenues of $2,575,349.92 and net 
income, which is the amount available 
for dividends and surplus, of $406,- 
672.45. During the year, applicant 
paid 6 per cent dividend on its pre- 
ferred stock and 8 per cent on its com- 
mon stock. 

Applicant has outstanding 100,000 
shares (par value $2,500,000) of 6 
per cent cumulative preferred stock. 
Of this stock 72,000 shares were sold 
at $23.50 per share under the author- 
ity granted by Decision No. 28306, 
dated October 28, 1935, and 28,000 
shares at $23.50 per share under the 
authority granted by Decision No. 
32161, dated July 11, 1939. Said 
6 per cent preferred stock is redeem- 
able at the option of the company at 
$27.50 per share plus unpaid dividends 
accrued thereon. As said, applicant 
asks permission to issue 107,000 
shares of cumulative preferred stock, 


$4,608,200.00 


6,950,000.00 


6,750,000.00 
200,000.00 


288,733.41 
260,780.71 
16,167.49 
11,785.21 


1,580,537.32 
546,926.21 
77,412.71 


46,436.79 
15,258.68 


19,302.15 
884,988.19 


$15,794,324.33 


$1.20 dividend series, having a par 
value of $25 per share. It proposes 
to offer 100,000 shares of the new 
preferred stock to present preferred 
stockholders for exchange on a share 
for share basis. All of said 100,000 
shares not so exchanged and the 7,- 
000 additional shares will be sold so 
as to net applicant not less than $26.50 
per share. Applicant proposes to pay 
commissions as compensation for se- 
curing exchanges of stock on the fol- 
lowing basis: 


50¢ per share on all exchanges up to 50,000 
shares 

55¢ per share on all exchanges if 50,000 
shares or more, but less than 60,000 
shares are exchanged 

60¢ per share on all exchanges if 60,000 
shares or more, but less than 70,000 
shares are exchanged 

65¢ per share on all exchanges if 70,000 
shares or more, but less than 80,000 
shares are exchanged 

70¢ per share on all exchanges if 80,000 
shares or more, but less than 90,000 
shares are exchanged 

75¢ per share on all exchanges if 90,000 
shares or more, are exchanged 
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For stock exchanged applicant will 
receive $27.50 per share less the com- 
missions. For stock not exchanged it 
will receive $26.50 per share. Until 
the exchange offer is closed one will 
not know how many shares of the 
new preferred stock will be sold for 
cash. 

Applicant further asks permission 
to issue and sell 9,672 shares (par 
value $25) of common stock at not 
less than $33.50 per share. This 
stock will be offered to the public at 
$35 per share. The sale of the com- 


mon stock and the sale of the new 
preferred stock not exchanged will be 
sold to the following: 


Number of 
Common 
Shares 

to be 
Purchased 
2,902 
30% 2,902 
30% 2,902 
10% 966 


100% 9,672 


Percentages of 
Remaining 
Preferred Shares 

to be 
Purchased 


HN 


Names 


Blyth & Co., Inc. 
Central Republic Co. 
H. M. Byllesby & Co. 
Dean Witter & Co. 


Cash received from the sale of the 
preferred and common stock will be 
applied first, to the redemption of the 
6 per cent preferred stock not ex- 
changed; second, to the payment of 
commissions and expenses incurred 
in connection with the issue and sale 
of the stock; and third, to the reim- 
bursement of applicant’s treasury be- 
cause of income expended for the 
acquisition and construction of prop- 
erties. Applicant is in need of addi- 
tional funds to complete its Sweet- 
water Falls dam and construct addi- 
tions and betterments to its properties. 
It estimates its routine construction 
expenditures for 1945 at $161,557 and 
the cost of completing its Sweetwater 
Falls dam at $857,000. 
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Applicant’s proposed amended Arti- 
cles of Incorporation provide that it 
may, at the option of its board of 
directors, redeem the whole or from 
time to time any part of the $1.20 
dividend preferred shares by paying 
in cash therefor $25 per share, plus 
an amount in cash equal to all divi- 
dends on said preferred stock accumu- 
lated and unpaid, together with a 
premium in cash equal to $4 per share 
if the redemption is made on or prior 
to May 1, 1948; $3 per share if the 
redemption is made thereafter and on 
or prior to May 1, 1951; and $2.50 
per share if the redemption is made 
thereafter, provided that if the redemp- 
tion is made from funds derived by 
applicant as the proceeds of property 
taken by condemnation the premium 
is $2.50 per share. 

Applicant’s Articles of Incorpora- 
tion and its proposed amended Arti- 
cles of Incorporation provide that, ex- 
cept as provided by law, the holders 
of preferred shares have no right to 
vote such stock until such time as ap- 
plicant fails to pay or set apart any 
quarterly dividend upon said preferred 
stock. In that event the holders of 
the preferred shares shall have the 
same voting rights as the holders of 
the shares of common stock. These 
voting rights terminate at such time 
as all accrued dividends on the shares 
of preferred stock are paid or set 
apart. We believe that applicant, in 
amending its Articles of Incorporation, 
should give to the holders of pre 
ferred shares of stock voting rights 
equal to those of the holders of com- 
mon stock. The conferring of voting 
rights upon the holders of shares of 


_preferred stock is not unusual so far 





RE CALIFORNIA WATER & TELEPHONE CO. 


as the California utilities are con- 
cerned. 


ORDER 


A public hearing having been held 
in the above-entitled application by 
Examiner Fankhauser and the Com- 
mission having considered the evidence 
submitted at such hearing, and it be- 
ing of the opinion that California 
Water & Telephone Company should 
be authorized to issue 9,672 shares 
of its common stock and 107,000 
shares of its cumulative preferred 
stock, $1.20 dividend series, that the 
money, property and labor procured 
by applicant through the issue of said 
stock is reasonably required by it for 
the purposes herein stated, and that 
the expenditures for said purposes are 
not in whole or in part reasonably 
chargeable to operating expenses or to 
income and that this application 
should be granted subject to the pro- 
visions of this order, therefore 

It is hereby ordered as follows: 


1. California Water & Telephone 
Company may on or before August 1, 
1945, issue and sell at not less than 
$33.50 per share 9,672 shares of its 
common capital stock and issue, sell 
and/or exchange 107,000 shares of 
its cumulative preferred stock, $1.20 
dividend series, 100,000 shares of said 
preferred stock to be offered to present 
preferred stockholders in exchange on 
a share for share basis; all such pre- 
ferred shares not so exchanged and 
said 7,000 additional shares to be sold 
so as to net applicant not less than 
$26.50 per share, provided applicant’s 


Articles of Incorporation are amended 
so as to confer upon the holders of 
said shares of preferred stock the same 
voting rights as are enjoyed by the 
holders of applicant’s shares of com- 
mon stock. 

2. California Water & Telephone 
Company may use the cash proceeds 
realized from the issue and sale of 
said stocks to redeem its outstanding 
cumulative 6 per cent preferred stock 
not exchanged for its cumulative pre- 
ferred stock, $1.20 dividend series, to 
pay commissions and expenses inci- 
dental to the issue and sale of said 
stocks in the amount of not exceeding 
approximately $76,000 and to reim- 
burse its treasury on account of in- 
come expended for the acquisition and 
construction of properties. 

3. California Water & Telephone 
Company shall file with the Railroad 
Commission reports required by the 
Commission’s General Order No. 24- 
A, which order in so far as applicable, 
is made a part of this order. 

4. California Water & Telephone 
Company shall file with the Railroad 
Commission a certified copy of its 
amended Articles of Incorporation, 
together with a complete copy of the 
registration statement filed with the 
Securities and Exchange Commission, 
said Articles of Incorporation and said 
registration statement to be filed 
within thirty days after the issue of 
the stock or any part thereof herein 
authorized. 

5. The authorization herein granted 
will become effective upon the date 
hereof. 
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William Babcock et al. 


Don Lugo Corporation et al. 


Case No. 4683 


Re J. M. Fisher 
(Los Serranos Water Company) 


Application No. 25834 
Decision No. 37803 
April 17, 1945 


OMPLAINT against defendant, alleged to be operating a water 
C system dedicated to public use, seeking order directing fil- 
ing of rates and furnishing of service; dismissed as to all de- 
fendants except one corporation which is ordered to file rates 
and to make necessary service alterations, and application for 

certificate dismissed. 


Public utilities, § 6 — Operation by foreign corporation. 
An operator of properties impressed with public utility obligations is sub- 
ject to regulation and must file rates despite the fact that it is a foreign 


corporation. 


APPEARANCES: Leslie L. Heap and 
Lee J. Myers, by Leslie L. Heap, for 
complainants ; Charles D. Warner, for 
all defendants except Claude Fooshe ; 
Harry J. McClean, for defendant 
Claude Fooshe. 


CLarK, Commissioner: Complain- 
ants in Case No. 4683 are members of 
a committee of home owners and wa- 
ter customers in and around a sub- 
divided area known as Los Serranos 
Village, near Chino, San Bernardino 
county. They allege that defendants 
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are operating a water system long 
dedicated to public use, and seek an 
order directing the filing of rates and 
the furnishing of uninterrupted water 
service. While the answer denied 
utility status, one of the defendants 
later filed an application for a certifi- 
cate, and the two matters were con- 
solidated for hearing and decision. 
The principal defendants are Don 
Lugo Corporation and J. M. Fisher, 
the president and owner of about 73 
per cent of the stock of such corpora: 





BABCOCK v. DON LUGO CORPORATION 


tion. Defendant Fooshe is the bene- 
ficiary of a trust deed, recorded in 
1941, which describes certain of the 
property involved,’ while the remain- 
ing defendants are stockholders or of- 
ficers of the corporate defendant. 

The so-called Los Serranos Country 
Club subdivisions consist of five tracts 
of land.* About 1922 these properties, 
once held by Chino Land and Water 
Company, were acquired by H. C. 
Davidson. Three California corpora- 
tions were then formed, Davidson In- 
vestment Company in 1922, Davidson 
Corporation in 1923, and Los Ser- 
ranos Country Club in 1924. 


The Davidson interests proceeded to 
subdivide and develop the properties, 
beginning with Tract 1932, a 200- 
acre tract divided into some 1,650 
lots. A golf course, a club house, and 
a dam creating a 60-acre lake were in- 
stalled to aid in the sale of lots. Ad- 
ditional water facilities were provided 
between 1922 and 1924.* These con- 
sisted of a new well, known as Pellis- 
sier well, a 100,000-gallon tank, a 
booster pump, and connecting pipe 
lines throughout the subdivided area 
and the golf and country club grounds. 
Lots were sold, and four houses were 
built about 1925 and one house about 
1927, These houses have received 
water continuously from the water 
system. Additional pipe lines were 


installed as new houses were erected. 
The California State Bird Farm, 
owned by the state of California, has 
been furnished water continuously 
from about 1927. Water was also 
supplied to one or two irrigation cus- 
tomers. All of the above service was 


for compensation. 


In 1935 the properties, including 
the water system, were taken over by 
Dudley Smith, A. W. Longridge, and 
associates. Two Nevada corporations 
were formed, Los Serranos Bonded 
Mutual Water Company in 1935, and 
Don Lugo Corporation in 1936, In 
1937 both corporations filed their Ar- 
ticles of Incorporation with the secre- 
tary of state of California.* The first 
named corporation is not a party to 
these proceedings. 

J. M. Fisher became interested in 
the properties about 1940, and pur- 
chased a quarter interest in Don Lugo 
Corporation, later acquiring 75 per 
cent of the stock of that corporation. 
About 60 homes were built in the area 
between 1935 and 1942, to all of 
which water service was furnished for 
compensation. Water was also fur- 
nished to the golf course and to the 
club house and grill. 

At the first hearing on the com- 
plaint defendant’s counsel stated a 
willingness to stipulate that the water 
system be declared a public utility, and 





1The Trustor is Don Lugo Corporation, 
wl ‘ch executed the deed of trust on June 12, 
1941, to secure a 6 per cent note for $75,000, 
payable in instalments of $750 monthly from 
August 1, 1941, until August 1, 1948, on which 
date the unpaid yen and accrued interest 
shall be due and p 

£Tracts 1932, bey" 2562, 2650, and 2576. 

8 The record suggests that prior to 1900 the 
territory involved had been subdivided into 
tracts by the Chino Land and Water Compa- 
ny, the deeds providing for rights of way for 
pipe lines which had been installed, and that 
additional pipe lines to provide water for ir- 


rigation were installed during the period from 
1910 to 1912 in portions of the territory. The 
Junior Republic well, the present chief source 
of supply, was put down about 1910 

4In 1940 and 1941 the charters of both cor- 
porations were revoked in Nevada, but were 
reinstated about March 15, 1943, at which time 
defendant Fisher appeared as president of both 
corporations. As of May 25, 1944, Don Lugo 
Corporation was in good standing in Cali- 
fornia as to payment of state corporation 
— and was also in good standing in Ne- 
vada. 
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indicated that Mr. Fisher, doing busi- 
ness as Los Serranos Water Compa- 
ny, planned to apply for a certificate. 
Such an application was filed on Oc- 
tober 13, 1943. But complainants ob- 
jected to the issuance of a certificate 
to Mr. Fisher as an individual, fearing 
that only limited portions of the water 
system might be turned over to him, 
ownership of substantial assets being 
retained by the corporation. Com- 
plainants contend that the corporation, 
having been a public utility in fact for 
many years, should be held responsible 
_ for utility service. Thereafter, an 
amended application was filed, sub- 
stituting Don Lugo Corporation as 
the applicant for a certificate. 

The record shows, and we so find, 
that dedication of properties to public 
use was made by the predecessors of 
Don Lugo Corporation long prior to 


the formation of that corporation, and 
that the latter has continued and ex- 


panded such public service. There 
would be little objection to the issu- 
ance of a certificate to the corporation, 
were it not for the provisions of § 26 
of the Public Utilities Act. How- 
ever, Don Lugo Corporation, as the 
operator of properties impressed with 
certain public utility obligations, is 
subject to regulation and should be 


directed to file rates, despite the fact 
that it is a foreign corporation. 
Complainants and defendants join 
in asking that the Commission fix 
rates for this utility service. A Com- 
mission engineer presented a report 
which included an appraisal of physical 
properties of the water system, based 
on historical cost adjusted to exclude 
facilities not considered presently es- 
sential in furnishing water service, as 
well as estimated revenues and ex- 
penses. Original cost was estimated 
to be $97,886. Such figure was re- 
duced to $66,191 by deducting the cost 
of certain properties believed not to be 
required for present operations.” 
Actual operating revenues for 1943 
were $1,907.75. The Commission 
witness submitted a flat rate schedule 
for residential use, also providing for 
irrigation rates for the golf course and 
for crop irrigation, as well as a sug- 
gested meter rate. The latter provides 
for a $2 minimum charge, covering a 
use of 800 cubic feet of water therefor, 
and lower rates for larger quantity 
uses. Under such proposal it does not 
appear that any increases in charges 
would result. Future revenues re- 
sulting from application of the sug- 
gested rates were estimated as ap- 
proximately $8,400.° Estimated aver- 





5 The parties should consider what appro- 
priate steps should be taken, in view of § 26, 
such as the formation of a California corpora- 
tion and transfer thereto, upon application and 
authorization of the properties of Don Lugo 
Corporation. 

$ This figure included $4,246 as the cost of 
a new booster engine and pump to replace the 
present inefficient unit. 

7 Such deductions are as follows: 

Artesian wells and land 

Pellissier well and pipe line 

Home well —_ and pipe line .... 
Pipe lines u entirely for golf 

course 
Booster station engine and pump . 


Total deductions 
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Strictly nonoperative capital, such as lands, 
buildings, etc., were not appraised, but may 
well total approximately $300,000. 


8 Such estimated revenues may be sum- 
marized as follows: 

Residential service 

State Bird Farm 

Golf course irrigation .... 

Country club domestic service 

Farm land irrigation 
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age annual operating expenses were as 
follows: 


Exclusive of depreciation annuity and 
taxes 

Taxes 

Depreciation annuity 
fund) 


$5,6109 


Total operating expenses 


9 Pumping, power and repairs 

Operating transmission and distribu- 
tion system 

Repairs to above 

Commercial expenses 


General and miscellaneous expense 610 


The above estimates indicate a net 
operating revenue of $1,200, or a re- 
turn of less than 2 per cent on $66,200, 
The water system is considerably over- 
built for present demands, and the 
area served is still in a development 
stage. No objection was made to the 
suggested rates, which are a composite 
of those charged by other utilities in 
the general vicinity. Such rates were 
suggested as trial rates, for temporary 
application pending the compilation of 
more accurate information on operat- 
ing costs and revenues. 
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Re W. B. Tench 
(Mentone Domestic Water Company) 


Decision No. 37896, Application No. 25495 
May 15, 1945 


PPLICATION to confirm transfer of water company, to void 
A previously unauthorized transfers, and to define utility 
assets; public utility properties defined and applicant directed to 

operate said properties and to file rates. 


Consolidation, merger, and sale, § 9 — Jurisdiction of Commission — Validity 
of transfers — Pending litigation. 

1. The Commission cannot assume jurisdiction, on an application seeking 

to void previously unauthorized transfers of a public utility water system 

and to confirm a conveyance under which the applicant claims title, solely 

for the purpose of validating some transfers and invalidating others, par- 

ticularly where title to portions of the property transferred is in dispute 


before the courts, p. 42. 


Public utilities, § 1 — Declaration as to status. 
2. The Commission may appropriately determine the question of public 
utility status of a water system in a proceeding on application to confirm 
a transfer of the property and to void previously unauthorized transfers, 
and it is appropriate to declare just what properties have been devoted to 
the public use and are essential to the continuance of utility service, p. 43. 


41 
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Service, § 125 — Duty to serve. 


3. Whoever may be the owner of water utility properties, conveyances of 
which are involved in controversy, must hold them subject to the servitude 
existing in favor of the public, p. 43. 


APPEARANCES: H. O. Harrawood, 
for applicant ; Percy A. Smith, for The 
Federal Land Bank of Berkeley and 
Federal Farm Mortgage Corporation, 
interveners; Martin J. Coughlin, for 
J. T. Head and Ava Head, inter- 
veners. 


By the Commission: The Mentone 
Domestic Water Company, formerly 
owned by W. J. Tench, has for many 
years rendered a domestic and irriga- 
tion water service to residents of 
Mentone townsite, adjoining the city 
of Redlands in San Bernardino coun- 
ty. The question of the public utility 
status of the system has not hereto- 
fore been presented to this Commis- 
sion, nor have its properties been de- 
fined. 

W. J. Tench died in 1942, having 
from time to time during the preced- 
ing years encumbered various portions 
of the system as well as an 80-acre 
tract of land and other property owned 
by him located some 2 miles east of 
Mentone. Two months before his 
death, Tench quitclaimed his interest 
in the assets of the company to his 
son, W. B. Tench, the applicant in 
this proceeding, who, so the record 
shows, has operated the system since 
1928. The son asks us to declare that 
the Mentone Company is, and has been 
since 1905, a public utility, to define 
its assets, to set aside all previous un- 
authorized transfers and encumbrances 
of the property since it became a pub- 
lic utility, and, finally, to confirm the 
conveyance made to him by his father 
in 1942. 
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The Federal Land Bank of Berkeley, 
The Federal Farm Mortgage Corpora- 
tion, and Joe a. and Ava Head have 
intervened to challenge our right to 
accord the sought relief. They allege 
that the father borrowed $9,000 from 
the two government agencies in°1933 
and gave as security two deeds of 
trust covering the 80-acre tract, in- 
cluding a well, pump, and pipe line 
located on the property, some mutual 
water company stock, and a valuable 
decreed water right. Following de- 
fault, the Heads purchased that prop- 
erty at a trustee’s sale in September, 
1942. Interveners also state that the 
Kirk Estate holds a mortgage on the 
water system, not including the de- 
creed water right, and that the water 
right is separately pledged with one 
Sophie Chamberlain as security for 
a debt on which a balance of more 
than $1,000 is due. Litigation is 
pending with regard to title and pos- 
session of portions of the property here 
under consideration. 

[1] The pleadings present an un- 
usual situation. Applicant asks, on 
the one hand, that we declare void 
all transfers or encumbrances previous- 
ly made without the authorization re- 
quired by § 5l(a) of the Public 
Utilities Act. On the other hand, he 
asks us to approve the conveyance 
under which he himself claims title. 

On such a pleading as this, we can- 
not assume jurisdiction solely for the 
purpose of validating some transfers 
and invalidating others, particularly 
where title to portions of the property 





RE TENCH 


transferred is in dispute before the 
courts. Applicant’s request for nulli- 
fication of previous transfers and for 
approval of the conveyance under 
which he claims title will accordingly 
be denied. 

[2, 3] However, there is also be- 
fore us the question of public utility 
status. It is appropriate for us to 
determine that question and to declare 
just what properties have been devoted 
to the public use and are essential to 
the continuance of utility service. 
Whoever may be the owner of such 
properties must, of course, hold them 
subject to the servitude existing in 
favor of the public. 

Considerable evidence was de- 
veloped at the hearing relative to the 
origin and growth of the Tench prop- 
erties. Detailed discussion of the evi- 


dence concerning the nonutility prop- 


erties would serve no useful purpose. 
It is clear, however, that the 80-acre 
tract, Well No. 2,? its pump and con- 
nected pipe line, as well as the water 
and pipe-line company stock owned by 
W. J. Tench to provide irrigation 
water for the tract, never were im- 
pressed with a public servitude. We 
are, therefore, not concerned with any 
transfers of such property. (Public 
Utilities Act, § 51(a).) 

It is likewise clear from the evidence 
that no controversy exists between the 
parties of record as to the utility 
status of Well No. 1 and its connected 
works in Mentone townsite. W. J. 
Tench struck water in that well in 
1900, and thereafter developed a 
storage and distribution system. 


Twenty-nine consumers were served 
by 1929, when the well was deepened 
to 307 feet. At the time of the hear- 
ing the system had 100 patrons. Well 
No. 1 has maintained a production 
record of from 80 to 120 inches, more 
than adequate to care for present .or 
anticipated future needs. The evidence 
shows that applicant has had charge 
of the system’s operation since 1928. 
We accordingly find that Well No. 1, 
its pump and connected storage and 
distribution system in Mentone have 
been dedicated to the public service at 
least since 1905. Applicant has asked 
that we designate the plots of ground 
necessary to operate Well No. 1 and 
to maintain the pipe lines radiating 
therefrom. A 10-foot strip outside 
the toe of slope of the reservoir em- 
bankment and a 10-foot right of way 
for any pipe lines on the Mentone lots 
are considered adequate for such pur- 
poses. 

We will next consider the main con- 
troversial point in this proceeding, 
namely, the status of the so-called de- 
creed water right, claimed by the bank 
to be one of the chief items of security 
for its loan, and by applicant as an 
asset of the system. 

Along with the Mentone lots pur- 
chased by the Tenches in 1888 went 
a prior right to an unascertained 
quantity of water which, until 1930, 
was delivered by the city of Redlands 
and its predecessors through a 4-inch 
pipe line running along the east side 
of the Tench orange grove. On Feb- 
rary 15, 1922, the rights of the vari- 
ous owners of this so-called prior 





1 Well No. 2 was put dow: in 1929 at the 
lowest elevation of the tract, and had no direct 
connection with Well No. 1 in Mentone. 
Aside from a sale of 286 inches to the Craf- 
ton Water Company in 1931, there were no 


recorded sales to the public from Well No. 2 
prior to the closing of the loans. The well 
proved costly and unsatisfactory and pumping 
was discontinued in October, 1942. 
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right water were apportioned by a 
consent decree entered in the superior 
court for San Bernardino county 
(Nelson v. Mentone Groves Co. No. 
19388). Pursuant to that decree W. 
J. and Florence Tench received a non- 
appurtenant right to the continuous 
flow of 2.13 miner’s inches of water 
daily under a 4-inch head. In March, 
1930, the city of Redlands, having 
acquired what was known as the Mc- 
Intosh system, installed a meter just 
outside the reservoir in the pipe line 
leading out into the Tench distribu- 
ton system, and thereafter delivered 
the decree water through this meter 
under pressure, thus enabling Tench 
to reach consumers located north of 
the reservoir who formerly could not 
be served without the additional pres- 
sure, due to parity in elevation. This 
water is also regularly used to cool the 
pump engines, after which it passes 
through the reservoir to consumers on 
the lower part of the system. During 
approximately two months in winter 
the decree water forms the exclusive 
supply for the entire system, thus re- 
ducing pumping costs. It may also 
serve as standby. 


The controversy between the par- 
ties of record over the water right re- 
sults from the fact that when W. J. 
Tench applied for his loans on the 
80-acre tract in 1933, he signed a sup- 
plemental statement to the bank to the 
effect that he had 64 inches per month 
of “deeded water right” which he used 
in addition to the water acquired from 
ownership of the mutual water com- 
pany stock. The evidence shows, 


however, that aside from possibly two 
occasions some twenty years ago, and 
then only by means of an exchange 
arrangement, the decree water never 
was used on the 80 acres.* On this 
record, therefore, we hold that the de- 
creed water right has been impressed 
with a public servitude from at least 
1930, and has since formed an im- 
portant source of supply for the effi- 
cient functioning of the system. 

To sum up, we have before tis an 
applicant, in possession and control of 
a water system, who since 1928 has 
operated and managed the property 
and who now claims to be the owner. 
We have already found what por- 
tions of the property have been ded- 
icated to public use, and that who- 
ever is the owner will *be burdened 
with the attached servitude. Since 
applicant is in possession and claims 
to be the owner, we will direct him 
to file a schedule of rates and to con- 
tinue to operate the service for the 
benefit of his consumers. 


ORDER 


Application having been filed as 
entitled above, a public hearing having 
been held thereon, the matter having 
been submitted, and it having been 


found that the Mentone Domestic 
Water Company is a public utility, 
the properties of which include a well, 
known as Well No. 1, together with 
its connected pumping plant, storage 
and pipe-line distribution system and 
necessary rights of way, located in the 
townsite of Mentone, San Bernardino 
county, California, and a decreed right 





® Overdrafts of decree water by the Men- 
tone system, however, were replenished from 
time to time afier 1933, when the loans were 
clesed, by deliveries from Well No. 2 to the 
city of Redlands through an extension con- 
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structed in the nipe line leading from the well 
to a connection with Redlands Highline No. 2, 
running along the west line of the 80-acre 
tract. 
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to the continuous flow of 2.13 miner’s 
inches of water daily under a 4-inch 
head, and it also having been found 
that W. B. Tench, applicant herein, 
has since 1928 controlled, operated 
and managed said water system, the 
Commission being now fully advised 
in the premises, and good cause ap- 
pearing, 

It is hereby ordered that W. B. 
Tench be and he is hereby directed to 
continue to operate the public utility 
water properties and system compris- 
ing the Mentone Domestic Water 
Company, located in the townsite of 
Mentone, San Bernardino county, 
California, and is further directed to 
make the following filings within 
thirty days after the effective date of 
this order: 

1. To file four copies of rates for 
water service furnished, which rates 
shall not be higher, in any particular, 
than the applicable rates now in effect. 

2. To file four sets of rules and reg- 
ulations applicable to water service 


in Mentone, San Bernardino county, 
each set of which shall contain a map 
or sketch, drawn to an indicated scale, 
upon a sheet approximately 8$ by 11 
inches in size, delineating thereupon 
in distinctive markings the boundaries 
of the present service area and the 
location thereof with reference to the 
surrounding territory, it being under- 
stood, however, that the filing of such 
a sketch shall not be considered as a 
conclusive determination of the area 
dedicated. 

3. To file four copies of a compre- 
hensive map, drawn to an indicated 
scale of not less than 20 feet to 
the inch, delineating the area served 
and its location with reference to the 
source of supply and surrounding ter- 
ritory. Such map shall show the 
source and the date thereof and include 
data sufficient to determine clearly the 


location of the various properties com- 
prising the service area. 

This order shall become effective 
on the twentieh day after the date 
hereof. 
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VIRGINIA SUPREME COURT OF APPEALS 


Commonwealth ex rel. Town of 
Appalachia et al. 


Old Dominion Power Company, 
Incorporated 


— Va —, 34 SE(2d) 364 
June 6, 1945 


yee from Commission order dismissing petition for re- 

imbursement of overcharges and injunction against en- 

forcement of provisions of rate schedule; affirmed. For Com- 
mission decision, see (1944) 55 PUR(NS) 281. 


Rates, § 86 — Jurisdiction of Commission — Retroactive rate orders. 
1. The Commission has no jurisdiction to issue retroactive rate orders, 


p. 48. 


Reparation, § 11 — Jurisdiction of Commission — Retroactive rate orders. 
2. The Commission has no authority to issue a retroactive rate order and to 
make reparation awards on the basis of such order, p. 48. 


Rates, § 185 — Presumption as to reasonableness. 
3. Rates established in the manner prescribed by law are presumed to be 
reasonable and the Commission has no power to declare them unreasonable 


retroactively, p. 48. 


Before Campbell, CJ, and Holt, 
Hudgins, Gregory, Browning, Eg- 
gleston, and Spratley, JJ. 

AppEARANCES: H. C. Bolling and 
M. M. Heuser, both of Norton, for 
appellants; E. Randolph Williams and 
T. Justin Moore, both of Norton, for 
appellee. 

Eccieston, J.: On May 1, 1939, 
with the approval of the State Cor- 
poration Commission, the Old Domin- 
ion Power Company, Incorporated, 
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put into effect a schedule of rates for 
electrical energy furnished throughout 
Lee and Wise counties in the state of 
Virginia. Under this schedule the 
rates for similar service were uniform 
throughout the territory. On July 1, 
1941, the Power Company filed with 
the State Corporation Commission a 
schedule, effective on July 23, 1941, 
reducing its rates in certain specified 
parts of the territory served, and “in 
such other towns in which the com- 
pany owns, or hereafter acquires, a 
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twenty-year electric franchise.” In 
the towns of Appalachia and Norton, 
in Wise county, the Power Company’s 
franchises had expired, and hence un- 
der the terms of the “applicable clause” 
of the schedule, consumers in these 
localities were not entitled to the re- 
duction in rates. On July 8, 1943, 
the town of Norton renewed its fran- 
chise to the Power Company and the 
schedule of reduced rates became effec- 
tive therein. 

In the meanwhile, in April, 1942, 
R. H. Bolling, suing on behalf of him- 
self and all other consumers and pur- 
chasers of electrical energy sold by the 
company within the corporate limits 
of Norton and Appalachia, filed their 
bill in equity against the company in 
the circuit court of Wise county, al- 
leging that the schedule of rates which 
became effective on July 23, 1941, was 
unjust and discriminatory as to the 
consumers in the two towns men- 
tioned, and praying that the Power 
Company be required to render an ac- 
counting and to refund the over- 
charges exacted of them. The trial 
court dismissed the bill on the ground 
that it had no jurisdiction of the sub- 
ject matter of the suit. We dismissed 
the appeal taken because the jurisdic- 
tional amount was lacking. Bolling 
v. Old Dominion Power Co. (1943) 
181 Va 368, 25 SE(2d) 266. 

Thereupon the commonwealth of 
Virginia, at the relation of the town 
of Appalachia and other consumers of 
electrical energy therein, filed a peti- 
tion against the Power Company in 
the State Corporation Commission. 
In substance, it was alleged that the 
“applicable clause’ attached to the 
schedule of rates which became effec- 
tive on July 23, 1941, was designed 


to exclude the consumers of electrical 
energy in the town of Appalachia from 
sharing in the reduction of rates, was 
unjustly discriminatory as to them, 
and resulted in overcharges being 
made against and exacted of them 
from the date on which the schedule 
became effective. 

The prayer of the petition was that 
the Power Company be required to as- 
certain and report the amounts of 
overcharges made and collected by it 
from its various customers in the 
town of Appalachia since the new 
schedule bc:ame effective; that it be 
required to make reimbursement to 
the various persons from whom over- 
charges had been exacted; that the 
“applicable clause” “be declared void 
ab initio, and that respondent be re- 
strained and enjoined from further at- 
tempting to enforce the provisions 
thereof as to consumers who reside 
in the town of Appalachia.” 

The Power Company filed a motion 
to dismiss the petition on the ground 
that the Commission was without au- 
thority to grant the relief prayed for; 
that its jurisdiction was limited to the 
investigation and consideration of 
rates and the application thereof “to 
become effective as initial rates or in 
substitution of rates in effect at the 
time of the inquiry;” and that it had 
no authority to declare the rates com- 
plained of void retroactively, and no 
jurisdiction to require an accounting 
by the company for alleged over- 
charges made against petitioners, or 
to make reimbursement to them for 
such overcharges. 

The motion to dismiss was taken 
under advisement. The Power Com- 
pany filed an answer and evidence was 
adduced by both sides. In due time 
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the Commission filed a written opin- 
ion sustaining the contention of the 
Power Company that it had no juris- 
diction to grant the relief prayed for, 
and hence the petition was dismissed. 
From the order of dismissal the peti- 
tioners have been granted an appeal, 
to which they are entitled as a matter 
of right. Code, § 3734, as amended 
by Acts 1942, Chap 244, p 354. 

While the argument in the briefs 
has taken a wide range, the issue is 
really within a narrow compass. 

It will be observed that the peti- 
tioners do not invoke the exercise of 
the jurisdiction of the Commission to 
inquire into existing rates and to pre- 
scribe reasonable and proper charges 
as a substitute for those alleged to be 
unjust and unreasonable. Hence, we 
are not here concerned with whether 
the consumers of electrical energy in 


the town of Appalachia are, by reason 
of the lower rates granted to other 
consumers in other territories, entitled 


to a similar reduction. That is a 
matter which should be addressed to 
the Commission in a proper proceeding 
filed with it for a reduction of the rates 
in that locality. 

[1-3] The question before us is 
whether, in the present proceeding, the 
Commission has jurisdiction to declare 
the rates, which were put into effect 
in the manner provided by law, and 
became effective on May 1, 1939, un- 
just and unreasonable as of July 23, 
1941, when the revised schedule was 
put into effect, and to require the 
Power Company to refund to its cus- 
tomers in the town of Appalachia the 
difference between the rates collected 
under the schedule of May 1, 1939, 


and those which would have been col-- 


lected under the new schedule, which, 
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the petitioners say, should, at the same 
time, have been put into effect in their 
community? Or, to state the matter 
tersely, has the Commission jurisdic- 
tion to put into effect, retroactively, 
reduced rates applicable to petitioners, 
and require the Power Company to 
refund to them the overcharges col- 
lected of them? 

We are of opinion that the Com- 
mission correctly held that it lacked 
the jurisdiction to grant such ‘relief. 

As was said in Richmond yy. 
Chesapeake & P: Teleph. Co. 127 Va 
612, 619, PUR1921C 46, 51, 105 
SE 127, 129, “The Commission is the 
creation of the Constitution, and has 
no inherent power. All of its juris- 
diction is conferred either by the Con- 
stitution or is derived from statutes 
which do not contravene the Constitu- 
tion.” 

Jurisdiction of the Commission with 
respect to rates and charges of trans- 
portation and transmission companies 
is set forth in § 156, subsection (b), 
of the Constitution, which reads as 
follows: “The Commission shall have 
the power and be charged with the 
duty of supervising, regulating and 
controlling all transportation and 
transmission companies doing business 
in this state, in all matters relating 
to the performance of their public 
duties and their charges therefor, and 
of correcting abuses therein by such 
companies ; and to that end the Com- 
mission shall, from time to time, pre- 
scribe and enforce against such com- 
panies, in the manner hereinafter 
authorized, such rates, charges, classi- 
fications of traffic, and rules and reg- 
ulations, and shall require them to 
establish and maintain all such public 
service facilities and conveniences as 
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may be reasonable and just, which 
said rates, charges, classifications, 
rules, regulations, and requirements, 
the Commission may, from time to 
time, alter or amend.” 

Section 156, subsection (c), pro- 
vides: “ The Commission 
may be vested with such additional 
powers, and charged with such other 
duties (not inconsistent with this 
Constitution) as may be prescribed by 
law, in connection with the visitation, 
regulation, or control of corporations, 
or with the prescribing and enforcing 
of rates and charges to be observed in 
the conduct of any business where the 
state has the right to prescribe the 
rates and charges in connection there- 
with, - 

Pursuant to the reserved authority 
under the latter subsection, the gen- 
eral assembly has enacted various 
statutes conferring jurisdiction on the 
Commission to fix the rates, tolls, and 
charges of public utilities operating 
in this state. 

Code, § 4066, as amended by Acts 
1924, Chap 375, p 538, Acts 1927, 
Ex Sess, Chap 36, p 123, provides for 
the manner in which changes in the 
schedules of rates of a public utility 
shall be put into effect. It requires 
the public utility to file with the State 
Corporation Commission and to keep 
open to public inspection its schedules 
of rates and charges. “No change 
shall thereafter be made in any sched- 
ule, so filed, except after 
thirty days’ notice to the Commission, 
and to the public, in such manner as 
the Commission may require, and all 
such changed rates, tolls, charges, 
rules, and regulations shall be plainly 
indicated upon existing schedules or 
by filing new schedules in lieu thereof 


[4] 
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not less than thirty days prior to the 
time the same are to take effect; pro- 
vided, that the Commission may, in 
particular cases, authorize or prescribe 
a less time in which changes may be 
made.” 

Authority is further given the Com- 
mission to “suspend the enforcement 
of any or all of the proposed rates, 
tolls, charges, rules, or regulations, 
for a period not exceeding sixty days, 
during which time it shall investigate 
the reasonableness or justice of the 
proposed rates, tolls, charges, rules, 
and regulations and thereupon fix and 
order substituted therefor such rates, 
tolls, charges, rules, and regulations as 
shall be just and reasonable.” In “ex- 
ceptional cases,” where the Commis- 
sion is unable to conclude its investiga- 
tion or hearing within the period of 
sixty days, it may, “for good reasons 
shown and spread upon the record, 
further suspend from time to time the 
operation of the proposed rates, tolls, 
charges [rules] or regulations for 
such moderate and reasonable periods 
as may be requisite and necessary to 
complete the investigation.” (Italics 
supplied. ) 

The section then provides: “Unless 
the Commission so suspends said 
schedule of rates, tolls, charges, rules 
and regulations, or changes thereof, 
the :ame shall go into effect as origi- 
nally filed by the public utility, upon 
the date specified in the schedule, sub- 
ject, however, to the power of the 
Commission, upon investigation there- 
after, to fix and order substituted 
therefor such rate or rates, tolls, 
charges, rules, or regulations, as shall 
be just and reasonable, as provided in 
§§ 4071 and 4072 of the Code of 
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Virginia, . .’ (Italics sup- 
plied. ) 

“From any action of the Commis- 
sion in prescribing rates, charges, 
rules and regulations, or changes 
thereof, an appeal may be taken by 
the corporation whose rates, tolls, 
charges, rules and regulations, or 
changes thereof are affected, or by 
any person deeming himself aggrieved 
by such action. . . 

By Acts of 1928, Chap 222, p 726, 
Michie’s Code of 1942, § 4065a, it is 
provided, “[That] the State Corpora- 
tion Commission, in the exercise of 
its discretion, may permit any public 
utility corporation to put into effect any 
proposed revision of its rate schedules, 
or any part thereof, without notice 
» when the proposed revision effects no 
increases.” 

Code, § 4071, provides: “If upon 
investigation the rates, tolls, charges, 
schedules, or joint rates of any public 
utility operating in this state shall be 
found to be unjust, unreasonable, in- 
sufficient, or unjustly discriminatory 
or to be preferential or otherwise in 
violation of any of the provisions of 
law, the State Corporation Commis- 
sion shall have power to fix and order 
substituted therefor such rate or rates, 
tolls, charges, or schedules ds shall be 
just and reasonable.” 

By Acts of 1934, Chap 246, p 365, 
Michie’s Code of 1942, § 4071a, the 
Commission is given the authority, 
“pending an investigation,” to “enter 
a temporary order,” after notice to the 
public utility, “fixing a temporary 
schedule of rates” under certain speci- 
fied conditions. 

There is nothing in any of the stat- 
utes to which we have referred which 
either expressly or impliedly gives the 
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Commission authority to give retroac- 
tive effect to rates which may be sub- 
stituted by it for the existing rates 
of any public utility. On the contrary, 
the procedure outlined, requiring no- 
tice to the public and to the utility, 
and “an investigation” and hearing 
thereafter on the “proposed’’ rates, 
and the conditions upon which they 
“shall go into effect,” shows that the 
statutes are designed to fix rates for 
the future. 

Indeed, the constitutional mandate 
of § 156, subsection (b), that “the 
Commission shall, from time to time, 
prescribe and enforce against such 
companies, . such rates, 
charges, ’ (italics supplied), 
clearly indicates that the action of the 
Commission shall have a prospective 
rather than a retrospective effect. 
According to Webster’s International 
Dictionary, 2d Ed., “prescribe” 
means: “To lay down authoritatively 
as a guide, direction, or rule of 
action.” 

Nor can we agree with the conten- 
tion of the appellants that Code, 
§ 3727, authorizes the Commission to 
grant to them the relief prayed for. 
This section provides: “The Commis- 
sion shall have power and authority 
in all matters of which it has jurisdic- 
tion under the Constitution, or the 
laws of this commonwealth, to render 
and enter up judgment for fines and 
penalties, or for the recovery of money, 
in any complaint, proceeding, contest, 
or controversy, whether instituted of 
its own motion or otherwise, and to 
issue process of exetution thereon, 
which may be levied and executed in 
like manner as executions awarded 
and issued upon the judgments or de- 
crees of the courts of law or equity 
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of this commonwealth. 
ics supplied. ) 

Clearly, the authority of the Com- 
mission to “enter up judgment” “for 
the recovery of money” is here limited 
to those matters of which it has juris- 
diction. 

The view which we have adopted is 
clearly supported by the principles laid 
down in Mathieson Alkali Works v. 
Norfolk & W. R. Co. 147 Va 426, 
PUR1927C 766, 137 SE 608. There 
the State Corporation Commission 
entered an order, the effect of which 
was to condemn retroactively certain 
freight rates which it had previously 
approved. Based upon this order, 
certain shippers filed actions against 
the carriers involved, in the law and 
equity court of the city of Richmond, 
to recover the overcharges collected of 
them under the condemned ates. 
The lower court sustained the motion 
of the carriers to dismiss the suit on 
the ground that the Commission had 
no authority to enter the order ret- 
roactively condemning the rates -for- 
merly approved by it. The shippers 
appealed to this court and we sus- 
tained the holding of the trial court. 

We pointed out (147 Va at p 439, 
PUR1927C at p 774) that while un- 
der the Federal statutes the Inter- 
state Commerce Commission is given 
the “express power, to de- 
clare rates unreasonable and dis- 
criminatory retroactively, and _ to 
award reparation,” the State Corpora- 
tion Commission, though clothed with 
the power “to authorize or prescribe 
rates,’ has been given “no express 
grant of power to declare them un- 
reasonable retroactively.” 

The shippers contended that the 
Commission must have been clothed 


with the implied power to grant this 
relief, or else they were left without 
remedy to recover extortionate charges 
made of them by a carrier under rates 
subsequently found to be discrimina- 
tory. The same argument is made 
before us in the case at bar. 

This court answered that conten- 
tion by pointing out (147 Va at 
pp 440-443) that under the Virginia 
Constitution and statutes, the ship- 
pers’ rights are protected by affording 
them the opportunity of contesting 
before the Commission the reasonable- 
ness of the rates at the time they are 
put into effect, and that having once 
been established, such rates are con- 
clusively presumed to be reasonable 
until they are thereafter changed in 
the manner provided by law. 

The holding in that case was thus 
summarized (147 Va at p 447, PUR 
1927C at p 781): “Our conclusions, 
as indicated, are that, in Virginia, 
rates are Commission-made, and as 
long as they are in force they are 
conclusively presumed to be reason- 
able; that the Corporation Commis- 
sion has no power to declare them un- 
reasonable retroactively once they are 
legally established ; be 

The above case was decided in 
1927. That its principles have met 
with legislative approval is evidenced 
by the fact that although the statutes 
dealing with rates of transportation 
and transmission companies have since 
been frequently amended, no statute 
has been enacted which gives the Com- 
mission the express authority to con- 
demn retroactively rates once legally 
established. 

What is said in Mathieson Alkali 
Works v. Norfolk & W. R. Co. supra, 
is equally applicable to the case at bar. 
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The statutes to which we have re- 
ferred, particularly Code, §§ 4066 and 
4071, give the consumer ample op- 
portunity of contesting before the 
Commission the reasonableness of the 
rates at the time of the proposed 
changes. After rates have been estab- 
lished in the manner prescribed by law, 
they are presumed to be reasonable 
and the Commission has no power to 
declare them unreasonable retroactive- 
ly. 

But the petitioners argue that they 
were afforded no opportunity of a 
hearing with respect to the schedule 
of rates which became effective on 
July 23, 1941, because it was put into 
effect under the provisions of the act 
of 1928, Chap 222, p 726, Michie’s 
Code of 1942, § 4065a, which author- 
ize the Commission to permit a pub- 
lic utility corporation “to put into 
effect any proposed revision of its rate 
schedules, or any part thereof, with- 
out notice when the proposed revision 
effects no increases.” 

The answer to that contention is 
that this schedule did not affect the 


rates of the petitioners. No change 
was thereby made in their rates. The 
rates of which they complain, as we 
have seen, became effective on May |, 
1939, 

As the Commission in its written 
opinion (1944) 55 PUR(NS) at p 
289, in the present case aptly said: 
“The power to regulate rates of public 
utilities is a continuing power to meet 
changing conditions of the future. It 
may be exercised in adjusting rates 
for the future, from time to time, as 
may be fair and reasonable in the in- 
terest of the public” as a result of 
changing conditions. As we have ob- 
served, whether the establishment of 
lower rates in the surrounding com- 
munity by the schedule of July 23, 
1941, entitled the petitioners to similar 
relief is a matter which should be ad- 
dressed to the Commission in a proper 
proceeding filed with it for a reduction 
of their rates. 

In our opinion, the order of the 
Commission is plainly right and it is, 
therefore, 

Affirmed. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re County Commissioners of Middlesex 
County et al. 


D.P.U. 7279 
July 9, 1945 


ETITION of county commissioners complaining against alleged 
discrimination in telephone rates; dismissed. 


Discrimination, § 54 — Rates to public bodies — Counties — Statutory provision. 
1. A statute permitting reduced telephone rates to the commonwealth or t 
any city or town does not contemplate reduced rates to a county, p. 54. 


60 PUR(NS) 52 





RE COUNTY COMMISSIONERS OF MIDDLESEX COUNTY 


Discrimination, § 12 — Jurisdiction of Commission — Telephone rates to county. 
2. The Department of Public Utilities has no authority under § 15 of Chap 
159, General Laws (Ter. Ed.), to require reduced telephone rates to coun- 
ties under the provision for reduced rates to the commonwealth or to any 
city or town, p. 54. 


Discrimination, § 54 — Municipal rate concessions — Counties. 


3. Counties of the commonwealth are not discriminated against on the 
ground that they are not receiving telephone service at rates afforded Suffolk 
county, it appearing that the identities of Suffolk county and the city of 
Boston are merged to such an extent that there are no county commissioners 
elected as such for the county and for practical purposes of government the 
mayor and the city council of the city of Boston serve as the county com- 
missioners of the county of Suffolk, the city of Boston being responsible for 
the financing and the administration of the affairs of the county of Suffolk, 
and, accordingly, the telephone service being furnished to the city of Boston 
in accordance with the provisions of § 15, Chap 159, General Laws (Ter. 
Ed.) ; and, therefore, there is no action which the Department should take in 
accordance with the provisions of § 14, Chap 159, General Laws (Ter. Ed.), 
p. 54. 

Rates, § 32 — Jurisdiction of Commission — Special rates. 
4. Section 18, Chap 159, General Laws (Ter. Ed.), does not confer upon 
the Department of Public Utilities any mandatory powers of rate making, 
but it simply gives to a common earrier, including a telephone company, 
the right to file certain special classes of rates, p. 56. 


> 


APPEARANCES: Melvin G. Rogers identical telephone service, as will be 


and John P. Brink, for the petitioners ; 
T. Baxter Milne, for New England 
Telephone and Telegraph Company ; 
Hirsch Freed, for the city of Boston. 


By the DEPARTMENT: The county 


commissioners of eleven counties 
of the commonwealth filed with the 
Department on April 25, 1945, a peti- 
tion dated March 15, 1945, which 
reads as follows: “Respectfully repre- 
sent the undersigned county commis- 
sioners of the several counties of the 
commonwealth and applying in behalf 
of the same, that the application of 
present charges for telephone service 
supplied to counties is ‘unjust, unrea- 
sonable, unjustly discriminatory, and 
unduly preferential,’ in the words of 
§ 14 of Chap 159 of the General 
Laws; that Suffolk county pays much 
less than certain other counties for 


shown, and that it is established that 
the application of telephone rates in 
the case of Suffolk county, the com- 
monwealth, and the cities and towns, 
is just and reasonable as_ special 
‘classes of rates’ under § 18 of said 
Chap 159. 

“Wherefore we pray your Honor- 
able Board under §§ 14 and 18 of said 
Chap 159, G. L. to determine that a 
similar telephone rate application is 
also just and reasonable for telephone 
service furnished and billed to coun- 
ties, but paid for by assessment on the 
cities and towns of the respective coun- 
ties.” 

On May 16, 1945, after due notice 
thereof had been given a public hear- 
ing was held. At the beginning of 
the hearing a motion was made by the 
city of Boston that it be permitted to 
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intervene in these proceedings as a par- 
ty respondent. That motion was 
granted. 

Having been recognized as a party 
in interest in this proceeding the city 
of Boston then moved that the De- 
partment dismiss the petition herein 
for the following reasons : 

“1. The Department has no juris- 
diction of this petition under G. L. 
(Ter. Ed.) Chap 159, § 15. 

“2. G. L. (Ter. Ed.) Chap 159, 
§ 15 does not confer upon the Depart- 
ment power or authority to grant the 
relief prayed for. 

“3. The petitioners are not parties 
aggrieved or entitled to claim the re- 
lief prayed for.” 

On this motion the county commis- 
sioners represented at the hearing 
agreed that under § 15 of Chap 159, 
General Laws (Ter. Ed.), the Depart- 


ment has no jurisdiction of this peti- 
tion, but that the petition was not 
brought under said § 15, but rather 
the purpose of the petition was to ob- 
tain from the Department a classifica- 
tion of county telephone service under 
the provisions of § 18 of Chap 159, 


General Laws (Ter. Ed.). The tele- 
phone company was of the opinion 
that the Department has jurisdiction 
generally, but does not possess the 
power to grant the relief asked for by 
the petition herein. The city of Bos- 
ton did not press for a decision on the 
motion at the time, and the hearing 
continued on its merits. 

[1, 2] The Department is of the 
opinion that § 15 of the General Laws 
(Ter. Ed), by the phraseology used 
therein “. nor prohibit any tele- 
phone or telegraph company, unless 
the Department shall otherwise order, 
from giving service at reduced rates to 
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the commonwealth, or to any city or 
town; .’ does not contem- 
plate the giving by any telephone or 
telegraph company to any county, or 
counties of the commonwealth, service 
at reduced rates. It does not contem- 
plate this because the section omits 
counties yet it specifically includes oth- 
er forms of governmental bodies such 
as a city, town, and the common- 
wealth. If the legislature had intend- 
ed that county government be given 
the same privileges as that afforded to 
other forms of government it would 
have said so, and not having so acted, 
it appears that this is a matter con- 
cerning which relief must come from 
legislative action, if such relief is war- 
ranted in the judgment of the legisla- 
ture. It is in our opinion apparent 
that in so far as § 15 is concerned we 
are without the authority to grant the 
relief petitioned for. Consequently 
the motion filed by the city of Boston 
relating to jurisdiction is granted in so 
far as it relates to jurisdiction con- 
ferred upon the Department by virtue 
of said § 15, but otherwise the matter 
is denied. Paragraph 3 of said mo- 
tion reads: “The petitioners are not 
parties aggrieved or entitled to claim 
the relief prayed for.” The petition is 
not brought under § 15 but rather un- 
der §§ 14 and 18 of Chap 159, General 
Laws (Ter. Ed.). Therefore the 
question of jurisdiction is not limited 
to the provisions of § 15, but is direct- 
ed to the broad coverage of §§ 14 and 
18. Accordingly, it is necessary in 
order to reach a decision to go into 
the merits of the petition itself. 

[3] The petitioners contended that 
under § 14, Chap 159, General Laws 
(Ter. Ed.) they should be entitled to 
the same telephone rates afforded Suf- 
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folk county, and not receiving such 
rates they are being discriminated 
against. They contended that they 
were being charged full business tele- 
phone rates for certain telephone serv- 
ice whereas Suffolk county pays busi- 
ness rates less a substantial discount. 
The petitioners further contended that 
under § 18, Chap 159, General Laws 
(Ter. Ed.) the classification under 
which they are now billed for tele- 
phone service is not a proper one, in 
that there is not an equitable distribu- 
tion of the charges to the counties ac- 
cording to the value of the service ren- 
dered, because the value of the tele- 
phone service rendered to counties is 
not the same value that accrues to 
businesses in the use of the telephone. 
They believe that they are not proper- 
ly categoried under the present classifi- 
cation of exchange service which sets 
up business rates and residential rates. 
Under business rates service is fur- 
nished at those rates if the use of the 
service is primarily or substantially for 
business purposes, or if the service is 
furnished at a business location. Un- 
der residential rates service is fur- 
nished at residence rates if the use of 
the service is primarily for social or 
domestic purposes. Counties not be- 
ing either, it is contended that they 
are entitled to a different classification 
of service, and hence to different rates 
than those made applicable to busi- 
ness. 

The telephone company maintained 
that they were not furnishing service 
to the county of Suffolk but rather the 
service they were furnishing was to 
the city of Boston, and as such there 
was no discrimination being shown 
the petitioners under § 14. The city 
of Boston agreed with this. The com- 


pany maintained further that the coun- 
ties petitioning herein were properly 
classified as business under the classifi- 
cation of exchange service as filed by 
the company with the Department. 


The petitioning counties are not in 
the same position as the county of 
Suffolk, because Suffolk county while 
it also includes Chelsea, Revere, 
and Winthrop is in effect the 
city of Boston, and the telephone 
treatment accorded the city of Boston, 
as such, is similar to that accorded the 
other cities of the commonwealth. As 
far as municipal discounts are con- 
cerned there is no charge of discrim- 
ination being made. Suffolk county 
and the city of Boston in most respects 
are the one and the same because al- 
though Chelsea, Revere, and Winthrop 
are part of Suffolk county they pay no 
part of the county expenses. Their 
identities are merged to such an extent 
that there are no county commission- 
ers elected as such for the county of 
Suffolk, and for practical purposes of 
government the mayor and the city 
council of the city of Boston serve as 
the county commissioners of the coun- 
ty of Suffolk (§ 4, Chap 34, General 
Laws (Ter. Ed.)). The city of Bos- 
ton under its charter and by direction 
of the General Court is responsible for 
the financing and the administration of 
the affairs of the county of Suffolk. 
The telephone service that is being 
furnished is to the city of Boston and 
it is for the purpose of running the 
government of the city of Boston, 
which is largely responsible for the ad- 
ministration of the county of Suffolk. 
The city treasurer is also the county 
treasurer, and the city auditor is also 
the county auditor. In House No. 
2090, January, 1914, which was a re- 
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port of the Special Commission ap- 
pointed to consider and report upon an 
adjustment of the expenses of the 
county of Suffolk between the cities 
of Boston and Chelsea and the towns 
of Revere and Winthrop, a detailed 
report of the history of the county of 
Suffolk and its relations to the city of 
Boston is given, and that relationship 
dated back to the acts of 1821-1822. 
In opinion of the justices of the su- 
preme judicial court to the Senate 
(1939) 303 Mass 618, 625, 626, the 
following appears: 

gi! A form of government has 
been provided by the General Court 
for the county of Suffolk different 
from the forms of government pro- 
vided for the other counties, and the 
right of the General Court to provide 
different forms of government for dif- 
ferent counties has been recognized. 
Goodale v. County Comrs. of Worces- 
ter (1931) 277 Mass 144, 149, 178 
NE 228. We think that, in view of 
the difference in the form of govern- 
ment for the county of Suffolk from 
the form of government for the other 
counties, if not apart from such differ- 
ence, the General Court might, with- 
out constitutional objection, provide 
for constituting the board of special 
commissioners for Suffolk county in 
a somewhat different manner from that 
provided for constituting the boards 
for other counties if the method of 
constituting such boards was in each 
instance free from other constitutional 
objections. The possibility of such a 
difference apparently was contemplat- 
ed by Art 21 of the Amendments and 
special provisions have been made by 
law thereunder. See Stats 1897, Chap 
287 ; Stats 1913, Chap 835, § 390; G. 
L. (Ter. Ed.) Chap 54, § 161. See 
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also Attorney General v. Suffolk Coun. 
ty Apportionment Comrs. (1916) 224 
Mass 598, 113 Mass 581; Donovan y. 
Suffolk County Apportionment 
Comrs. (1916) 225 Mass 55, 113 NE 
740; Brophy v. Suffolk County Ap- 
portionment Comrs. (1916) 225 Mass 
124, 113 Mass 1040... . .” 

When a person thinks of the busi- 
ness of the county of Suffolk they 
speak of it in language relating to the 
business of the city of Boston. The 
government of Suffolk county by ac- 
tion of the General Court is different 
than the government of the petition- 
ing counties. If the telephone com- 
pany did not sell its service necessary 
to the governmental operation of the 
city of Boston to said city, to whom 
else would they sell it for the purpose 
of continuing that service in the in- 
terest of said government? We do 
not find that the telephone company is 
discriminating against the petitioning 
counties, because it is furnishing tele- 
phone service to the city of Boston 
in accordance with the provisions of 
§ 15, Chap 159, General Laws (Ter. 
Ed.), and therefore there is no action 
which the Department should take in 
accordance with the provisions of § 14, 
Chap 159, General Laws (Ter. Ed.). 
There is no evidence in the record to 
show that the telephone company has 
been furnishing telephone service to 
Suffolk county which service would be 
comparable to the type of service fur- 
nished the petitioning counties. Until 
that can be shown, it follows, as a mat- 
ter of reason, there can be no discrim- 
ination existing. 

[4] With reference to the contention 
of the petitioners that under the facts 
as presented by them and pursuant to 
the provisions of § 18 of Chap 159 of 
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the General Laws (Ter. Ed.) that the 
existing classification of exchange 
service is inadequate and improper, 
we are of the apinion that the provi- 
sions of that section just mentioned 
guide us in the determination we now 
reach. 


If we were to admit that the argu- 
ments advanced by the petitioners 
would justify a further classification of 
exchange service, in order to include 
apart from the existing services at 
business rates and at residence rates, a 
service at rates designed to meet the 
particular needs of county government, 
then we would find the Department 
unable to act by reason of the provi- 
sions of the very section of the Gen- 
eral Laws, which the petitioners are 
asking us to act under. Section 18, 
Chap 159, General Laws (Ter. Ed.) 
provides: 


“Subject to the powers of theede- 
partment to regulate and prescribe 


rates and charges, a common carrier 
may make commodity, transit or other 
classes of rates. Unless the 
Department determines otherwise, 
common carriers shall be permitted, 
whether required to do so by law or 
not, to issue mileage, Mg 

This section does not confer upon 
the Department any mandatory pow- 
ers of rate making. It simply gives to 
a common carrier (which means also 
a telephone company) (§ 12(d), Chap 
159, General Laws (Ter. Ed.)) the 
right to file certain special classes of 
rates. In other words, that section is 
permissive and not mandatory as far 
as the Department is concerned. That 
being so, no benefit can flow to anyone 
by dwelling upon that phase of the 
petitioners’ argument any longer. 

Accordingly, after due notice, a pub- 
lic hearing, and consideration, it is 


Ordered: That the petition herein 
be and the same hereby is dismissed. 
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Re Western Union Telegraph Company 


Case 11693 
August 8, 1945 


eS on motion of Commission as to issuance of se- 
curities; jurisdiction asserted. 


Security issues, § 11 — Evidence as to use of proceeds — Mingling of funds. 

1. A contention that the proceeds of a bond issue were used exclusively 
for the purpose of reimbursing the corporate treasury for expenditures 
made on account of extensions, additions, and improvements to plant and 
equipment outside of the state is not sustained by a statement in the inden- 
ture as to the purpose (differing in fact from the intention indicated in 
a previous resolution by the executive committee) or by showing that the 
company spent for outside facilities amounts in excess of the funds ob- 
tained from the issuance of such bonds, where it appears that funds were 
received from various sources and funds, were paid out for various pur- 
poses, and there was no complete segregation of any funds; the common 
and justified assumption would be that commingled funds flowed out to 
various purposes, p. 59. 
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Security issues, § 35 — Jurisdiction of Commission — Interstate company — Re- 


funding of bond issue. 


2. The Commission has jurisdiction of the issuance of securities to refund 
bonds previously issued by a company operating in several states where 
it is not proven that the bond proceeds were used only for expenditures 


outside the state, p. 64. 


APPEARANCES: Philip Halpern, 
Counsel (by Frank C. Bowers, Assist- 
ant Counsel), for the Public Service 
Commission ; Milbank, Tweed & Hope 
(by Walter E. Hope, Timothy N. 
Pfeiffer and W. D. Gaillard, Jr.), New 
York city, Attorneys, for Western 
Union Telegraph Company; Francis 
R. Stark, New York city, Counsel, for 
Western Union Telegraph Company ; 
Ignatius M. Wilkinson, Corporation 
Counsel (by Harry Hertzoff, Assist- 
ant Corporation Counsel, and W. G. 
Reed, Engineer), New York city, for 
the city of New York. 


Mattsiz, Chairman: Upon Au- 
gust 15, 1944, the Commission re- 
ceived a petition from the Western 
Union Telegraph Company requesting 
that the secretary of the Commission 
be authorized and directed to endorse 
the consent and approval of this Com- 
mission upon a certificate of an in- 
crease in the authorized shares of 
Class A stock pursuant to § 36 of the 
Stock Corporation Law. Among the 
outstanding securities of the petitioner 
were $25,000,000 principal amount of 
25-year bonds carrying interest at the 
rate of 5 per cent and maturing Decem- 
ber 1, 1951, having been issued in 
1926. These bonds were callable at 
any interest date upon sixty days’ no- 
tice and payment of a premium of 5 
per cent and accrued interest. The 
petitioner contemplated the retire- 
ment of these bonds upon December 
1, 1944, 

To secure the necessary funds, the 
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petitioner proposed to issue $24,603,- 
000 principal amount of 20-year de- 
bentures to bear interest at not more 
than 4 per cent per annum and to be 
convertible during the first ten years 
into not more than 20 shares of Class 
A stock for each $1,000 of debentures. 

The petitioner stated that the de- 
bentures would not be issued for any 
of the purposes stated in the Public 
Service Law in the state of New York, 
that the proceeds obtained by the is- 
sue of the 5 per cent bonds in 1926 
were not used for expenditures within 
the state of New York and, therefore, 
that it was not necessary for the com- 
pany to secure authority from this 
Commission to issue these convertible 
debentures. But the company did con- 
cede by making its application that au- 
thority to change the authorized cap- 
ital stock was required and must be 
secured from the Commission before 
it could proceed with the refunding, 
as the petitioner is a New York cor- 
poration and subject to the laws of this 
state. 

After a hearing upon this applica- 
tion had been scheduled by the Com- 
mission, we were advised that the di- 
rectors of the petitioner had decided 
not to issue “convertible debentures at 
this time” and it withdrew the peti- 
tion. However, the scheduled hearing 
was held on September 12, 1944, at 
which time counsel for the petitioner 
stated that in view of the fact that the 
convertible feature of the proposed is- 
sue had been removed, the approval of 
the Commission was unnecessary. 
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In order to ascertain the facts from 
which to determine the jurisdiction of 
the Commission, an investigation up- 
on our own motion was instituted, 
Case 11693. The general purpose of 
this investigation was stated to be: 

“The Western Union Telegraph 
Company having filed a petition re- 
questing the Commission to approve 
an amendment to its Certificate of In- 
corporation increasing the number of 
shares of Class A stock that the com- 
pany may issue, and the Commission, 
in Case 11662, having directed that a 
hearing be held in respect to said peti- 
tion and The Western Union Tele- 
graph Company having appeared by 
counsel at said hearing, having with- 
drawn the said petition and having 
advised the Commission that the com- 
pany intends to issue securities with- 
out the approval of the Commission; 
and the Commission having deter- 
mined that an investigation be in- 
stituted for the purpose of inquiry in- 
to the issuance of securities by the 
Western Union Telegraph Company, 
generally, and whether the proposed 
issuance of securities is within the 
jurisdiction of the Commission.” 

At the hearing duly held, every op- 
portunity was given to the Western 
Union Telegraph Company to submit 
proof sustaining its contention that 
approval by the Commission of the is- 
suance of proposed debentures was not 
required by statute. The testimony 
submitted at this hearing was reviewed 
in a memorandum dated September 
19, 1944, and approved by the Com- 
mission on September 19, 1944. Up- 
on the record then submitted, the 
Commission found : 

“There is only one conclusion 
which can be reached from the record 
as it now stands, namely, that the 
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company has failed to support by proof 
even liberally interpreted that the pro- 
ceeds obtained from the issuance of 
the bonds to be refunded by the pro- 
posed issuance of debentures were all 
spent for purposes named in the stat- 
ute outside of the state of New York. 
It may be that a complete investiga- 
tion would prove that such was the 
case, but the record does not approxi- 
mate justification; and where the is- 
suance of $25,000,000 of securities is 
open to question, no company should 
expect investors to accept such a risk. 
At the very best, the legality of the 
issuance of debentures without ap- 
proval by this Commission or without 
proving beyond any reasonable ques- 
tion that the Commission has no juris- 
diction is doubtful.” 

By application verified May 17, 
1945, the company requested that the 
Commission reopen the proceeding 
and fix a date for a further hearing. 
The application stated : 

“The status of this proceeding, up- 
on the issuance of the Commission’s 
opinion on September 19, 1944, was 
such that the then proposed refund- 
ing, which contemplated the call of the 
5 per cent bonds for redemption on 
December 1, 1944, could not be ac- 
complished, and the matter of a re- 
funding of the 5 per cent bonds was 
deferred pending further considera- 
tion of the matters discussed in the 
opinion of the Commission.” 

[1] The application also asserted 
that the refunding of the outstanding 
5 per cent bonds might become feasi- 
ble during the next few months 
through convertible debentures and 
that so long as the questions raised by 
the Commission in its prior memoran- 
dum on the question of its jurisdiction 
is undetermined the Western Union 
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would “not be in a position to effect 
such a refunding.” It was also stated 
that the petitioner believed that it had 
additional evidence to submit which 
would convince the Commission that 
the proceeds of the 5 per cent bonds 
to be refunded “were used exclusively 
for the purpose of reimbursing the 
treasury of Western Union for ex- 
penditures made on account of exten- 
sions, additions and improvements to 
its plant and equipment outside of the 
state of New York.” (Italics sup- 
plied. ) 

Thereupon, the Commission re- 
opened the proceeding and held addi- 
tional hearings between May 31 and 
July 20, 1945, at which the company 
was again afforded every opportunity 
to furnish proof in support of its con- 
tention. 


At the first hearing, counsel for the 
company made the following state- 


ment for the record: 


“Mr. Chairman, The Western 
Union Telegraph Company has asked 
that this proceeding be reopened in 
order that it might be afforded an op- 
portunity to offer some additional 
testimony with respect to the use of 
the proceeds of the 25-year 5 per cent 
bonds which were issued in December, 
1926, and which mature on December 
1, 1951. 

“The proceeds from these bonds 
were not segregated into a special ac- 
count. As was testified at the hear- 
ing in this matter last fall, on Septem- 
ber 14th, the proceeds were deposited 
in the general funds of the company. 
The proceeds not being earmarked the 
particular dollars received from the 
sale of the bonds cannot be identified 
as spent for specified purposes, and 
The Western Union Telegraph Com- 
pany could not contend that the par- 
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ticular dollars were spent for purposes 
outside the state of New York, but 
what the Western Union contends is 
that the proceeds were received in 
reimbursement of expenditures pre- 
viously made for additions, improve- 
ments, and extensions to plant outside 
the state of New York and that if the 
proceeds were so received in reim- 
bursement of such expenditures outside 
the state of New York no limita- 
tion on the future application of the 
particular dollars after they came into 
the treasury was imposed by § 101 of 
the Public Service Law.” 


Let us consider these allegations 
and particularly the testimony pur- 
porting to support them. Cross-ex- 
amination by counsel for the Commis- 
sion disclosed that a large part of the 
funds obtained from the issuance of 
$25,000,000 face value of 5 per cent 
bonds in 1926 were segregated. Up- 
on the very day (December 6, 1926) 
the bonds were issued to Kuhn, Loeb 
& Co. for $24,267 ,361.11, the purchase 
price of the bonds plus accrued inter- 
est, $9,000,000 were left with Kuhn, 
Loeb, in a “special deposit account” 
to mature one year later, on which the 
company was allowed interest at the 
rate of 4 per cent per annum. Loans 
totaling $5,000,000 were made on the 
same day to eighteen other financial 
houses at an interest rate of 4§ per 
cent upon which Kuhn, Loeb & Co. 
received a service charge of one-quar- 
ter of one per cent per annum. 


Likewise on December 6 and /, 
1926, The Chase National Bank 
loaned $5,000,000 of the proceeds 
from the bond issue to twenty-five 
brokerage houses in various amounts 
bearing interest at 4} per cent on 90- 
day loans and 4§ per cent on 6-month 
loans, subject to a Commission re 
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tained by Chase National of 5 per 
cent on the interest received on the 
loans. 

On December 6th, the Internation- 
al Acceptance Securities & Trust 
Company received $1,000,000. This 
was a “fixed time deposit” to run for 
one year and earned interest at the 
rate of 4 per cent per annum. 

Thus, of the total amount received 
for the bonds, the Western Union 
Company had the use immediately 
after the sale of only $4,267,361 and 
part of this amount represented ac- 
crued interest which, of course, would 
be retained to pay interest accrued at 
the next interest payment date. 
Twenty million dollars were not placed 
in the general funds of the company, 
but were loaned to brokerage houses 
for purposes in no way whatever con- 
nected with the operations of the West- 
ern Union Telegraph Company as a 
utility. How soon the money found 
its way back to the Western Union 
for its own corporate purposes is not 
shown by the record but in any event 
considerable time elapsed and ap- 
parently not all was returned for some 
three years. 

This plan of loaning money to 
financial houses, some of which took 
part in the sale of the bonds and to 
brokerage houses with no such ap- 
parent connections, was not charac- 
teristic alone of the $25,000,000 issue 
of 1926. Similar practices followed 
the issuance of bonds on March 5, 
1930, amounting to $35,000,000 and 
bearing interest at 5 per cent. 


The second contention of counsel is 
that the proceeds, at least from the 
1926 bond issue, were used to reim- 
burse the treasury of the company for 
“expenditures previously made for ad- 
ditions, improvements and extensions 


to plant outside of the state of New 
York” and that if this fact is estab- 
lished, the Commission has no juris- 
diction over the issuance of securities 
to refund the 1926 issue now out- 
standing. Counsel cites provisions in 
the indenture to this effect as proof 
of his assertion. 

In the resolution adopted by the 
executive committee of Western Union 
on November 23, 1926, before the 
1926 bonds were actually issued, or 
authorized by the stockholders, there 
are indications that the company con- 
templated the very purpose for which 
the proceeds were used. The loaning 
of millions of dollars to brokerage 
houses was not an afterthought, as the 
resolution clearly read: 

“On motion ordered that when such 
funds are received the treasurer shall 
deposit $9,000,000 thereof with 
Messrs. Kuhn, Loeb & Company for 
one year at 4 per cent and $1,000,- 
000 with the International Acceptance 
Securities and Trust Company for one 
year at 4 per cent, with the under- 
standing in each case that if the com- 
pany requires any part of these funds 
before the expiration of the term of the 
deposit it may recall the same upon a 
proper adjustment of the interest on 
the amount so recalled, and that $10,- 
000,000 thereof for the present be 
loaned through the Chase National 
Bank and Kuhn, Loeb & Company 
in amounts of $5,000,000 each; and 
that out of the remainder the treasur- 
er be authorized to pay outstanding 
loans and hold the balance of the pro- 
ceeds in the treasury for use as re- 
quired.” 

The last clause is significant in view 
of the fact that only about $4,267,000 
actually went immediately into the 
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treasury of the company for any cor- 
porate purpose. 

It is argued that since the indenture, 
stated a purpose of the issue, namely, 
to reimburse the treasury for expendi- 
tures previously made outside of the 
state of New York, that is convincing 
proof that the jurisdiction of this 
Commission does not extend to the 
refunding of any of these securities. 
But the indenture is not a statement 
of what actually happened. At best 
it is only a statement of purpose or 
intention and the difference between 
fact and intent has been known from 
time immemorial. Further, the res- 


olution above quoted is most signifi- 
cant. 

After considerable testimony had 
been received and cross-examination 
by counsel for the Commission had 
brought out many facts not covered 


or even forecast on direct examina- 
tion, counsel for petitioner made a very 
significant admission as shown from 
the following extract from the record: 

Mr. Gaillard: I am perfectly will- 
ing, your Honor, to stipulate for the 
record that some of this money, after 
it had been received, and after it be- 
came part of the general funds of the 
company, may have been used in New 
York state. 

Chairman Maltbie: Oh, may have 
been. I don’t think that is satisfac- 
tory. 

Mr. Gaillard: I should think that 
would be a concession which would 
cover the necessity of proving that 
some had been or had not been, if I 
am willing to concede that some of it 
may have been, and I express my 
willingness to accept that point, be- 
cause, as I tried to explain this morn- 
ing— 

Chairman Maltbie: Let’s see what 
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your concession is. Your concession 
is that some of the money obtained 
by the issuance of the $15,000,000 or 
the $25,000,000 gold bonds— 

Mr. Gaillard: I am conceding that 
$25,000,000— 

Chairman Maltbie: $25,000,000 
gold bonds issued in December, dated 
as of December 1, 1926, due Decem- 
ber 1, 1951, bearing 5 per cent inter- 
est, that some of the funds: received 
from the issuance of those bonds may 
have been used for construction pur- 
poses in the state of New York, is that 
correct ? 

Mr. Gaillard: That is right. 

It is possible that this concession 
disposes of the entire question, for the 
burden of proof is on the company and 
if it admits that some of the proceeds 
from the issues of securities to be re- 
funded may have been used for con- 
struction purposes in the state of New 
York, the Commission would nullify 
the whole purpose of the statute, 
namely, to provide administrative con- 
trol by the state over the issuance of 
securities by utilities operating in the 
state if it were to ignore the burden 
of proof and decide it had no juris 
diction. The burden is not on the 
Commission to establish that no funds 
were spent in this state. 

The fundamental thesis of the com- 
pany seems to be that a large amount 
of money was spent by the Western 
Union for the construction, comple 
tion, extension, or improvement of its 
facilities outside of the state of New 
York and that such expenditures in 
the few years prior to 1926 were in 
excess of the funds obtained from the 
issuance of its bonds from which the 
conclusion is drawn that no funds 
went into New York state but all went 
elsewhere. Of course, this is pure it- 
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ference and even if the amounts were 
exactly as stated, there would be no 
proof of the claim. According to the 
witnesses for the company, funds were 
received from various sources and 
funds were paid out for various pur- 
poses. There was no complete segre- 
gation of any funds. 

The situation is amply illustrated 
by a water reservoir into which water 
flows from various sources through 
various pipes. Out of the reservoir 
water is drawn through various pipes 
for various purposes. How can any- 
one assert that the water flowing into 
the reservoir from one source goes to 
any one of the uses for which the res- 
ervoir is drawn upon? 

Of course, the company’s records 
could easily have been so kept as to 
identify beyond any doubt funds and 
expenditures. But it was not done 


and it hardly seems reasonable to as- 


sume something so unusual as 
that commingled funds from various 
sources were actually used for one 
specific purpose. The-more common 
and justified assumption would be 
that the commingled funds flowed out 
to the various purposes indicated. In- 
asmuch as there was a clear, well- 
known, and frequently used method 
of proving where funds are used, it is 


(a) Company surplus and reserves expended for 


construction 


not reasonable to exclude the Com- 
mission from jurisdiction merely on 
an allegation of similarity between 
amounts in dollars. 

The provision in § 101 of the Pub- 
lic Service Law limiting the jurisdic- 
tion was no new limitation in 1926 
or in 1919, the beginning of the peri- 
od used in so much of the data sub- 
mitted in this proceeding. When 
telegraph companies were made sub- 
ject to the jurisdiction of the Com- 
mission by Chap 673 of the Laws of 
1910, the provisions here involved 
were enacted. Thus, when the 1926 
issue of bonds was sold, the require- 
ments determinative of the issues in 
this case had been in effect some six- 
teen years and it is to be presumed 
that the Western Union knew of the 
provisions and would be expected to 
comply therewith. 

Let us look, however, at the figures 
submitted by the company which are 
said to support their contention. It is 
claimed that cash, exclusive of salvage 
receipts, in the amount of $118,675,- 
156 was spent for construction during 
the period December 31, 1919, to De- 
cember 31, 1926. The schedule, as 
presented, shows the following break- 
down: 


New York State Total 


$80,007,156 


Elsewhere 


$68,884,598 


(b) Proceeds from funded debt expended for con- 


struction 


(c) Total cash spent for construction 

Total gross additions to plant dur- 
ing the period were $129,119,380, the 
difference ($10,444,224) representing 
material salvaged or proceeds from 
plant retired and reused in construc- 
tion. - 

The application of the total proceeds 
from long-term debt contracted during 
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38,668,000 38,668,000 

$11,122,558 $107,552,598 $118,675,156 
this period to construction outside of 
New York state, as shown in the ex- 
hibit, is obviously arbitrary and with- 
out factual foundation. It is admitted 
that the money thus expended was 
paid from the company’s general funds 
and no proof has been submitted that 
any of the projects, within or without 
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New York state, were paid for out 
of segregated cash funds. 

This defect is ignored by the com- 
pany, but renders meaningless all of 
the voluminous and complicated sched- 
ules submitted by the company in sup- 
port of its position since all are con- 
structed upon the assumption that 
$38,668,000 proceeds from funded 
debt were used outside of New York 
state without any proof of the fact. 

Counsel for the company objected 
to the investigation conducted into the 
financial and accounting methods of 
the company and particularly the loan- 
ing of bond funds to financial houses 
when speculation in securities was 
rampant. Although the investigation 
was clearly within the scope of the 
hearing order in this proceeding, it is 
possible that the propriety of these 
practices has no direct relevancy to the 
determination of the jurisdiction of 
this Commission; but it is important 
when one considers the dependability 
of the company records and the testi- 
mony of some of its officials in sub- 
stantiating their claims as to the pur- 
poses for which funds raised by an 
issuance of its bonds were used. There 
is no testimony to indicate that the 
funds loaned to brokerage houses did 
not ultimately return to the Western 
Union; but it is significant that 
throughout all of these operations the 
Western Union Company operated 
with very little predetermination by it 
of the exact houses to which the 
money would go and for what purposes 
it would be used. 

Counsel for the company contended 
that Western Union suffered no loss 
as a result of these loans to brokerage 
houses. The propriety and legality 
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of such practices is not to be deter- 
mined by their financial success or 
loss and no attempt is herein made to 
determine whether or not the asser- 
tion is according to fact. Suffice it 
to say that in no bond issues approved 
by this Commission have such prac- 
tices been permitted and our orders 
approving the issuance of securities 
are strictly in accord with the require- 
ments of statute in which the purposes 
for which securities may be’ issued are 
specified, and there is no mention of 
loans to brokerage houses to finance 
their own operations. 

[2] From the above we conclude 
that the Commission has jurisdiction 
of the issuance of securities to refund 
the $25,000,000 face value of 5 per 
cent bonds of the Western Union 
Telegraph Company issued in 1926 
and of securities to refund $35,000, 
000 face value of the 5 per cent bonds 
of that company issued in 1930. The 
company has had two opportunities 
to establish the facts and apparently 
it is unable from the way its records 
have been kept and its funds handled 
to establish an exemption contemplat- 



























The jurisdiction of this Commis- 
sion does not depend in this instance 
upon whether any other authority has 
jurisdiction. No Federal authorit) 
has been given jurisdiction over se 
curity issues of the Western Unio 
Company and consequently the theory 
that when the Federal government ha 
entered the field state regulation is ex 
cluded does not apply, and the provi 
sions of the New York state statut4 
govern. 
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STANDARDIZE 
< ON TRIDENT FOR 
a YOUR POSTWAR METERS 


EATURE OF 
fund 


TRIDENT Th’ and 2° STYLE 3 


valuable in these larger size Trident Meters, 


Dede waamacan is particularly 


nities with their larger and necessarily more ex- 


pensive parts. In Style 3 Meters will be found 





ndled such modern Trident features as the screwless 


aplat- register, oil-enclosed gear train, sand ring, thrust 


rvice P ; 
roller and thrust roller bearing plate. Trident 

amiss Interchangeability also applies to all Trident 

stance Frost-proof and Trident Split-case domestic size 

y ha meters . . . assuring real standardization that 

n0rity i ; ‘ . 

el ra. means economy in parts inventory, efficiency in 

‘Jnio .: maintenance, reliability in performance, protec- 

heor} tion against depreciation, and utmost in revenue. 

nt ha 

rovi MEPTUME METER COMPANY ¢ SO West 50th Street © New York 20, H. Y. 

Pp Branch Offices in CHIC "GO. SAK FRANCISCO. 

statutd DENVER. WAMSAS CITY. LOUISVILLE. ATLANTA. BOSTON. 


Meters. Lid. Leeg Bramch Owt Canons 


OVER 6’. MILLION TRIDENT METERS SOLD 
THE GREAT MAJORITY STILL IN SERVICE 
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“Aristocrat” Steel Files 
Available Again 


EMINOTON RAND Inc., 315 Fourth avenue, 

New York 10, New York, has announced 
that their “Aristocrat” steel files are avail- 
able again and may be secured without re- 
strictions or priorities. 

According to the announcement, the new 
“Aristocrat” steel files embody many revolu- 
tionary features developed as a result of war- 
time manufacturing experience, and are now 
available in a new finish—“Gray-Rite.” 

A folder illustrating the new features may 
be obtained from the manufacturer. 


Residential Heating Market 

Data Compiled by Keeney 

MERICAN ARTISAN, a Keeney Publishing 

Company publication, has compiled a book 
entitled, “The Residential Heating Market,” 
in which it has assembled all available data on 
the residential heating market. 

Included in the book are the 1940 Bureau of 
Census figures on kinds of heating systems and 
types of fuels burned in the country’s existing 
dwelling units. Prewar yearly sales data on 
major heating equipment is given, as well as 
basic information on prewar residential build- 
ing activities. 

To the data on the existing market Ameri- 
can Artisan has added annual sales data 
for years back which is designed to show trends 
and answer many questions for the market 
analyst. 

Copies of the book are available. Inquiries 
should be addressed to Keeney Publishing 
Company, 6 N. Michigan avenue, Chicago 2, 
Illinois. 

Utility Appointment 
K M. Irwin was appointed manager of 
e the engineering department of the 
Philadelphia Electric Company and subsidiary 
companies. 

Mr. Irwin is well known in electrical engi- 
neering circles and has served on many na- 
tional committees of various utility associa- 
tions. Last year he was appointed through the 


“MASTER*LIGHTS” 

© Portable Battery Hand Lights. 

® Repair Car Roof Searchlights. 
® Hospital Emergency Lights. 
CARPENTER MFG. CO 
197 Bennie. Bée.. Boston 45, 





Industrial Progress 


Selected information about products, supplies, and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 
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Office of War Utilities of the War Production 
Board to the position of executive director of 
the London Staff, Public Utility Committee, 
of the Combined Production and Resources 
Board, and in this capacity made important 
contributions to the restoration of utility serv- 
ice in northwest Europe. 


Booklet on Electrical 
Farm Equipment 

CC po vecrricatty Operated Farm Equip- 

E ment” is the title of a booklet pub- 
lished by Farm Journal at the request of elec- 
trical utilities and others who will have to 
train men for selling electrified farm produc- 
tive equipment. As many of these men will 
be uniamiliar with much of this equipment, 
the purpose of the booklet is.to show what 
such equipment looks like. No attempt is made 
to go into detail as to cost, operating»expense, 
increased production, or labor savings. A list 
of companies manufacturing electrified farm 
equipment is given in the back of the book 

Copies may be secured from Farm Journal 
at the following prices: less than 100 copies— 
10 cents each; 100 to 250 copies—9 cents ; 251 
to 500 copies—84 cents. Prices for additional 
quantities may be obtained from the Journal. 
Address Frank E. Watts, Farm Journal, 420 
Lexington avenue, New York 17, New York 


Houston L&P Wins 
Advertising Award 


4 ihe Houston Licutinc & Power Com- 
PANY has been awarded first place for its 
advertising program in a nationwide competi- 
tion among utilities, it was announced recently. 

The Socrates award—given annually by a 
committee of nationally known advertising 
men—will be presented by J. H. Grant, vice 
president of the lighting company in charge 
of advertising, for the company. 

‘According to the letter announcing the 
award, the Houston Lighting & Power Com- 
pany’s entire advertising program for the 
twelve months from September, 1944, to Sep- 
tember of this year has been outstanding. How- 
ever, the competition judges particularly com- 
mended the company’s newspaper advertising. 


E. S. Goebel Promoted at Galvin 


f &... Galvin Manufacturing Corporation, 
makers of Motorola radios and radiotele- 
phones, has announced the appointment of E 
S. Goebel as acting director of field sales in 
the communications and electronics division 


This is the field in which Galvin has taken an~ 


(Continued on page 38) 
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1S BUILT INTO 
fae ? 


MICA 
CAPACITORS 


% The many processes that are required in pro- 
ducing SANGAMO MICA CAPACITORS in- 
volve numerous critical operations. Some of these 
are MICA SPLITTING, MICA GAUGING, 
MICA PUNCHING, MICA INSPECTION, and 
CAPACITOR STACKING. 


* To achieve EXCELLENCE, a well planned, 
effective quality control is maintained every step 
of the way. Skilled operators have the most mod- 
ern mechanical equipment with which to work. 
This, together with competent supervision, has 
enabled SANGAMO to play an important part 
in meeting the heavy and exacting requirements 
of wartime America. 


* The complete line of SAN- 
GAMO MICA CAPACITORS 
merits every confidence of the 
most exacting user of mee ‘ 
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HsANGAMO ELECTRIC COMPANY 37°: 


' page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly October 11, | 





ALL METAL PARTS 
ARE CLAMPED TO THE 
PORCELAIN WITHOUT 
THE USE OF CEMENT! 





1. Metal to metal 
| joint 

| 2. Flattypeor clamp 
| type terminal cap 
| 3. Cap nut 


| 4. Terminal tug for 
brazing to cable 
. Gaskets 
6. Split bushing 
clamp 
. Porcelain insula- The new, improved, 
tor wet process clamp-type transformer 
- Low fevel flush bushings described 
type mounting above are the result of 
casing Pennsylvania's constant 
. Cable research and endeavor 
to impart greater relia- 
bility and longer service 
life to transformers. 











. 
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LEAKF RU 


PENNSYLVANIA POWER BUSHINGS 


Voltage Ratings —7,500, 15,000, 25,000 and 34,500 Volts 
Current Rating — 440 Amperes 


Made of wet process porcelain, a// metal parts are clamped to the porcelain insulator 
without the use of cement. This applies to the conductor as well as to the’ flange 
which bolts the bushing to the mounting casing. The elimination of cement facili- 
tates replacement of the insulator and assures oil-tight and gas-tight joints. 

The cable lead from the transformer winding is brazed to a stud which issues 
through the insulator in a manner that prevents it from turning when the hardware 
is attached. 

Electrical and mechanical connections between the stud and the hardware at 
the top of the porcelain are made by a cap nut tightened against the porcelain 
through a cork gasket, and a terminal cap on the same stud, tightened against the 
cap nut. This metal to metal contact assures permanent pressure on the threads 
of the stud and provides a positive high pressure and low resistance contact. 
Either a spade-type terminal for bus connection, or a cable clamp-type terminal 
may be used. Both types are interchangeable. 

Bushings are bolted to the mounting casing by means of a split flange which 
rests on the top of the porcelain shoulder. Between the shoulder and the trans- 
former cover, there is a gasket which provides an oil and gas-tight seal. 


707i TRANSFORMER COMPANY 


808 Ridge Avenue, N. S., Pittsburgh 12, Pa. 
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active part in the pioneering of 2- and 3- 
way radiotelephone m such new applications 
as: pipe-line maintenance, bus and truck trans- 
portation, power line majntenance, and other 
industrial communication uses. It- also com- 
prises the railroad-radio field and emergency 
police and fire department radio. Mr. Goebel 
will be in direct charge of the activities of all 
field salesmen. Norman Wunderlich resigned 
as sales manager effective July Ist. 


Vacuum Cleaner Production 
Started by Westinghouse 


f Be. first Westinghouse electric vacuum 
cleaners manufactured since April, 1942, 
are coming off the assembly lines at the East 
Springfield plant of the Westinghouse Elec- 
tric Corporation. 

Both floor-type and “hand vac” models are 
in production, J. R. Weaver, works manager, 
announced, and the manufacture of tank-type 
cleaners is expected in the “very near future.” 
Attachment sets for the floor cleaner will also 
be made, Mr. Weaver added. 


Standard Gas Equipment Elects 
General Sales Manager 


As part of their broad, peacetime marketing 
program, W. Frank Roberts, president 
of Standard Gas Equipment Corporation, an- 
nounces the election of Herbert C. Erhard, 
general sales manager, as vice president in 
charge of sales. Mr. Erhard will have com- 
plete direction of sales of present products as 
well as new products that may be added. In 
addition, he will direct all advertising and 
promotion programs, 

Mr. Erhard has had wide experience in mer- 
chandising to utilities and dealers and will soon 
announce the corporation’s new products and 
sales plans. 


Heads Educational Program of 
Electric. Industrial Truck 


HARLES F, KeEtts, formerly on the indus- 
trial engineering staff of West Penn Pow- 
er Company, has taken over the management 
of the new postwar educational program of the 
Electric Industrial Truck Association, which 
includes leading manufacturers of battery 
trucks, batteries, and charging equipment. 
Mr. Kells will make his headquarters in 
Pittsburgh, according to E. W. Allen, West 
Orange, New Jersey, president of the associa- 
tion, which up to this year was known as the 
* Industrial Truck Statistical Association since 
its formation in 1925. 


Economy in Air Conditioning 
A NEW data folder by the W. B. Connor En- 


neering Corp., 114 East 32nd street, 

ork city, contains an interesting case 
‘svete of the application of Dorex air recov- 
ery equipment to an existing system. With 
facts, figures, and installation drawings, Merle 
Bennett, chief engineer of the Detroit Bank 


building, tells how fuel, energy, and equip- 
ment were saved. Besides the case history, it 
contains data on ventilation requirements and 
a typical cost comparison chart showing the 
savings in money, material, and equipment on 
a new installation. The folder i is of the stand- 
ard file size and may be kept for ready ref 
erence., i 


Gas Turbine for Ship Propulsior 
Meets Test 


Hees huge quantities of red-hot air 
through high-speed compressors and tur- 
bines to develop 2,500 horsepower of useful 
energy, the first gas turbine for ship propul- 
sion ever built was successfully put through its 
paces recently, at the Jeannette, Pennsylvania 
plant of the Elliott Company, 

Two years in building, the new power unit 
which is a joint undertaking of Elliott re 
search engineers and the U. "S. Navy, Bureau 
of Ships, brings to a conclusion centuries oj 
experimentation with hot air engines and ad& 
a fourth to the three prime movers, steam en- 
gines, steam turbines, and internal combustion 
engines, already in existence. 

First gas turbine plants to be built for regu. 
lar service will be installed in sea-going ves- 
sels. These additional plants are being de 
signed for increased horsepower output ani 
increased efficiency which will be attained by 
operating at higher temperatures. The new 
units are expected to be more compact, lighter 
in weight, and with turbine and compressor 
sections so arranged as to fit snugly into ship 
structures. 

Two, at least, of the new gas turbine plants 
will be completed in the next nine months, ac 
cording to William A. Elliott, executive vice 
president. 


New Cementless Transformer 
Bushings Ready 


ENNSYLVANIA TRANSFORMER COMPANY 2i- 

nounces the availability of two new cement- 
less transformer bushings. 

All joints between the porcelain and met# 
parts, the manufacturer states, are sealed by 
clamping without the use of cement whic 
assures oil-tight and gas-tight joints. 

The heavy current bushing with voltage rat 
ings of 5,000 and 15,000 volts and current rat 
ings from 500 to 3,000 amperes, has on tht 
lower end of the bushing conductor, a lami- 
nated connector which is attached to the trans 
former leads. Being flexible, this connects 
eliminates stress on the insulator caused } 
thermal expansion of the transformer lea 
Heavy alloy bolts are used throughout f 
electrical and mechanical connections. Mour 
ing the bushings in a nonmagnetic slot cove 
eliminates unnecessary losses and i 
Nonmagnetic clamps attach the bushing to fh 
cover. 

The power bushing rating is 7,500, 15,0 
and 25,000 volts with a current rating of 


amperes. The cable lead from the transfo' 
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ASSURES DESIGN PERFECTION 


In the EMCO organization, planning 
is a continuous process. EMCO research 
and development engineers are always 
thinking ahead of the times. EMCO 
sponsored fellowships at the Mellon 
Institute of Industrial Research and at 
the Armour Research Foundation follow 
through on significant developments 
that will either enhance performance 


or add to the value customers receive 
from completed products. 

Such technical advances, combined 
with the careful craftsmenship of an 
experienced group of employees, 
evolves in EMCO Meters and Regu- 
lators, products that in terms of 
service fully keep their engineer- 
ing promise. 


PITTSBURGH ES UITABLE METER COMPANY 
Atlante NORDSTROM VALVE CO. Les Angeles 
Chicego tacrencal 95 73 Oittees. ib Late eal PA, Tulsa stone 
Kansas City Francisco New York 
Matlonal Meter Bivicion Brochivn, 0. Y. 


EMCO Meters ana Regulators 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 


quickly— 
in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or thore bolts. 


L-M Elbows, with compression units 

iving a dependable grip on both con- 

uctors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc, 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 

Vi-Tite Terminals for quick 

installation and easy taping. 

Also sleeve type terminals, 

screw type, shrink fit, etc. etc. 


eS GSS 

Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. 


Sold by Leading Jobbers 


PENN-UNION 


Onrvowus Tcoh + TTIn G. 


er winding is brazed to a stud which issues 
through the insulator in a manner that pre- 
vents it from turning when the hardware js ' 
attached. Electrical and mechanical connec- 
tions between the stud and the hardware at 
the top of the porcelain are made by a cap 
nut tightened against the porcelain through a 
cork gasket, and a terminal cap on the same 
stud, tightened against the cap nut. This metal- 
to-metal contact assures permanent pressure 
on the threads of the stud and provides a posi- 
tive high-pressure and low-resistance contact, 
the company claims. Either a spade-type 
terminal for bus connection, or a cable clamp- 
type terminal may be used. Both types are in- 
terchangeable. 

Bushings are bolted to the mounting casing 
by means of a split flange which rests on the 
top of the porcelain shoulder, Between the 
shoulder and the transformer cover, there is 
a - rh which provides an oil and gas tight 
seal. 


G-E Appointments Announced 


W. McNairy, manager of engineering 
e and planning for General Electric Com- 
pany’s appliance and merchandise department 
announces the appointment of J. H. Powers 
as engineer of G-E Disposalls; J. F. Young” 
as engineer of the advance engineering section 
of G-E’s appliance and merchandise deparh” 
ment; and T. T. Woodson as design engineer) 
and E. A. Wagner as engineer for G-E’s home” 
laundry equipment division. 
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Larger clutch in Tonner truck. 44.7% 
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YEAR AFTER YEAR, OFFICIAL REGISTRATIONS SHOW MORE FORD 
TRUCKS ON THE ROAD - ON MORE JOBS - FOR MORE GOOD REASONS 
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are not over! 


we VICTORY 
LOAN! 


There's plenty of action ahead 
for fast-thinking industrial lead- 
ers in the new Victory Loan! 
Youf Victory drive is important 
because: 


EVERY VICTORY BOND 
HELPS to Bring our boys 
home—and give the best 
medical care to our wounded 
heroes! 


THE NEW F. D. ROOSEVELT 
MEMORIAL $200 BOND 





Urge employees to buy the new 
Franklin Delano Roosevelt Me- 
morial Bond through your Pay- 
roll Savings Plan! Better than 
ready cash, Victory Bonds are 
industry's “Thanks” to our 
returning heroes! 


START YOUR VICTORY DRIVE TODAY! 
Every Victory Bond aids in assuring peace- 
time prosperity for our veterans, our nation, 
your employees — and your own industry! 


The Treasury Department acknowledges with appreciation 
the publication of this message by 
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This is an official U. S. Treasury advertisement prepared under the auspices 
of the Treasury Department and War Advertising Council 
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MORED CABLE - RUBBER POWER CABLES : VARNISHED CAMBRIC CABLES 


CRESCORD 


Rubber Jacketed 
Portable Cord 


FOR LONG SERVICE 
ON TOUGH JOBS 


CRESCORD comprises two, three or four flexible cop- 
per conductors, with color-coded, heat-resisting, rub- 
ber insulation under a tough, synthetic rubber jacket. 
It is flexible, highly resistant to abrasion, crushing, cut- 
ting, water, weather and sunlight. 


Type S. CRESCORD has a heavy jacket for maximum 
life on portable drills, tools and industrial equipment. 


Type SJ CRESCORD has a lighter jacket for use on 
household and office appliances. It is made in sizes 
#18 and #16 AWG only. 


Type SV CRESCORD is a small, light, extremely flex- 
ible cord for use on household vacuum cleaners. It is 
made in size #18 AWG only. 


CRESCENT @, 
WIRE and CABLE = 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J.. 
ILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts,. consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, d2sign, and construction. » » » 





Tue American Arprpraisat Company 
ORIGINAL COST STUDIES e VALUATIONS e REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








DESIGN : Fi ord, Bacon & Davis, ANC. BATE casEs 


CONSTRUCTION : APPRAISALS 
_— Engineers 


VALUATIONS AND REPORTS 
PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention. 

















FREDERIC R. HARRIS, INC. ; 


Engineers Constructors Management 
Reports Appraisals Valuations 
: NEW YORK 
Knoxville San Francisco Houston 
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PROFESSIONAL DIRECTORY 
(continued) 





Engineers WILLIAM 8S. LEFFLER = Economists 
SPECIALIZING IN 
COST ANALYSIS—Unit Cost Determinations 
RATE RESEARCH — OPERATING REPORTS 


on 
ELECTRIC — WATER — GAS Utility Operations 
Noroton, Cennecticut 











LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Beston, Mass. -<- Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 


New Projects Management Reorganizations 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 











PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 


Reports, CONSULTING ENGINEERS 
lations, DESIGN OPERATIONS 


counting, 
vention. 


STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 


Caleage Sea Freecisce 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY 
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Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—R e ports—Design—Supervisioe 
Chicago 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON + NEWYORK «+ CHICAGO + HOUSTON «+ PITTSSURGH 
SAN FRANCISCO «+ LOS ANGELES 











WELSBACH ENGINEERING and MANAGEMENT CORPORATION | 
Utility Appraisals - Engineering « Construction + Street Lighting Maintenance 


Consultants on All Phases Utility Operations 
agen General Office: 1500 Walnut St., Philadelphia 2 








The J.G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 
Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 











ALBRIGHT & FRIEL, INC. BLACK & VEATCH 


Consulting Engineers 
Water, Sewage and Industrial Waste Problems CONSULTING ENGINEERS 
Airfields, Refuse Incinerators & Power Plants PETES ER A REE 
ama” LL ports, design end supervision of ese 


kdteoteens apa acd struction of Public Utility Properties 


1520 Locust Street _ Philadelphia 2 aan neteated KANSAS CITY, MO. 











BARKER & WHEELER, ENGINEERS EARL L. CARTER 


DESIGNS AND CONSTRUCTION — OPERATING Consulting Engineer 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — REGISTERED IN INDIANA, NEW YORK, OH10, 
MANAGEMENT — APPRAISALS — RATES PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Public Utility Valuations, Reports and 
11 PARK PLACE, NEW YORK CITY Original Cost Studies. 


36 STATE STREET, ALBANY, N. Y. 910 Electric Building Indianapolis, Ind. 

















Mention the FortniGHTLY—It identifies your inquiry 
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Ww. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., Cmicaco 








JacKSON & MORELAND 
ENGINEERS 


PUBLAC UTILITIES—INDUST RIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 


A. S. SCHULMAN ELEctTric Co. 
Contractors 


TRANSMISSION LineS—UNDERGROUND Distri- 
BUTION — Powgr STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH Dearsorn Sr. Cricaco 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








MANFRED K. TOEPPEN 
ENGINEER 
CONSULTATION — INVESTIGATION — REPORTS 
MARKET AND MANAGEMENT SURVEYS . 
VALUATION, DEPRECIATION AND RATE 

MATTERS 
New York 7, N. Y. 





261 Broadway 





DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TrEE TRIMMING 
FOR 


Ling CLEARANCE 
Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 








ACTIVATED’ 
. oe 
“¥i-i* 


| = Profitable Results ; 


Because you get maximum sulphur removal per 
pound of oxide. Lavino Activated Oxide is 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance. Comparing cost, performance and 
savings, we believe Lavino Activated Oxide has 
no close rival. 


For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPARY 
1528 Walnut St., Philadelphia 2, Pa. 
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INDEX TO ADVERTISERS 


The Fortnightly iists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
Albright & Friel, Inc., Engineers 
American Appraisal Company, The . 
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Babcock & Wilcox Company, The -................-- 
*Baldwin Lecomotive Works, The 

Barber Gas Burner Company, The ...................... 
Barker & Wheeler, Engineers inl 
Black & Veatch, Consulting Engineers ............... 
Blaw-Knox Division of Blaw-Knox 


pany a --- 28-29 
Burtoughs Adding Machine Co. ...................... 13 
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Carpenter Manufacturing Company pilin 
Carter, Earl L., Consulting Engineer ............... 
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*Combustion Engineering Company, ‘ne. 
*Consolidated Steel Corp.,, Ltd, he Ss 
*Coxhead, Ralph C., Corporation +1 Was 
Crescent Insulated Wire & Cable Co., 
*Cummins Basiness' Machine ae. 
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Davey Compfessor Company .... 
Davey Tree Expert Company 
Day & Zimmerman, Inc., Engineers 


E 
Egry Register Company, The . in a 
Electric Storage Battery Company, The ae 
Electrical Testing Laboratories, Inc. ................... 44 
Elliott Company 
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Ford, Bacon & Davis, Inc., Engineers 
Ford Motor C pany 
Foster Wheeler Corporation 
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Gar Wood Industries, Inc. 

General Electric Company ........0utside Back Cover 
Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers .. 
Grinnell © wins 





Harris, Frederic R., Inc 


I 
International Harvester Company, In 
Inside Front Cover 
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Jackson & Moreland, Engineers ............................. 47 
Jensen, Bowen & Farrell, Engineers ....... — 
Johns-Manville i co 
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Keeney Publishing Company -—.........0 
Kinnear Manufacturing Company, The 
Inside Back ( 


*Kuhiman Electric Company ...........-.......) 
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Lavino, E. J., and Company ........................... 
Leffier, William 8., Engineers 

Loeb and Eames, Engineers ~............. 
Lucas & Luick, Engineers 
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Main, Chas. T., Inc. 
Manning, J. H., & Company, Engineers —...___ 
*Marmon-Herrington Co., Inc. —...-............._. 
Merco Nordstrom Valve Company 
Mercoid Corporation, The . 
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Neptune Meter C P 
Newport News Shipbuilding & Dry Dock Go 
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Pennsylvania Transformer Company ..... 
Penn-Union Electric Corp. ....-.......---..— suena 
Pittsburgh Equitable Meter Company .........- 
Publie Utility Sagineettng & Service 
Corporation .. er 





Railway & Industrial Engineering Company 
Recording & Statistical Corp. -................ 
Remington Rand Inc. 
Ridge Tool Company, The 

Riley Stoker Corporation .........................- 








Sanderson & Porter, Engineers 

Sangamo Electric Company .............--------~ 
Sargent & Lundy, Engineers 

Schulman, A. S., Electric Co., Contractors 
Stone & Webster Engineering Corporation 
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Toeppen, Manfred K., Engineer : 


Vv 
Vulcan Soot Blower Corp. ...........-......--— 


w 


Welsbach Engineering and Management 
Cerporation 


White, J. G., Engineering Corporation, 
44-47 


























The rugged Kin- 
near Motor 
Operator Does 
the Work! 





You can speed up traffic, step up efficiency, and boost savings in 
labor-time in your plant with doors that can be opened from any 
number, of convenient points! And Kinnear Rolling Doors have 
many other advantages. They open upward, saving valuable 
floor, wall.and ceiling space, and staying out of reach of damage. 
Their rugged, all-steel, interlock- 

ing-slat corigstruction has proved its 

remarkably long life and low main- FINGER TIP CONTROL! 
tenance — andvit gives you extra 

protection against fire, intrusion, 

sabotage, wind, weather and acci- 

dental damage. Built any size, to 

meet any service door réquiremeni 

in old or new buildings. Write ‘for. 

details or recommendations. Send: 

for Catalog! 


FOR MANY WARTIME NEEDS, 
Kinnear WOOD Rolling Doors, with 
motor or manual control, are available. 
These time-proved doors save vital 
war metals! Write for details. The 
Kinnear Mfg. Co., 2060-80 Fields Ave., 
Columbus 16, Ohio. 











1°. repetitive manufacture Pare proving 
its Value to buyers of power apparatus? 
Here's an industrial example that shows what 
con be accomplished when> systems are 
planned with RM-listed units in mind. 


To serve the 450-acre floor area of an im- 
portant aircraft plant, electric power is dis- 
iievted by a load-center system. Sixteen 


ble-ended"” G-E unit subsfations, aggre- — 


ting 30,000 kva, form a dniform ond 
repetitive pattern throughout. 

aie important. sovings in time and in 

als were achieved in this installation. 

They were made possible to ia considerable 

degree by the. use of standard units. The first 


{ 
® 
¥ 
‘ 


In, this secondary- —" 
93.8 kv, the ¥¢ ge beings 
at 480/277 vat! 
(¥ va.). 
cost./of each substation. was 
lower than if each had required sped 
and custom manufacture. Uniformity 
down iristallation and service costs 


All the gains were greater per uni 


so many units were supplied. Mcny 
tions like this will bring about lo 
prices. 

Repetitive manufacture will also he 


_ possible similar savings for light ¢ 


companies, In planning tomorrow's 
tion systems, why not investigate 
tunities for similar economies in ti 
pense. You'll find G.E. ready’ to - 
you all the ra by Electric © 
Schefiectady 5, N 





